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AMAZON.COM, INC.
PART I

ltem 1. Business

This Annual Report on Form -K and the documents incorporated herein by refezerantain forwartlooking statements based
expectations, estimates and projections as of #te of this filing. Actual results may differ magdlly from those expressed in forward-looking
statements. See Item 7 of Part [I—"Management’'sision and Analysis of Financial Condition and utssof Operations—Forward-
Looking Statemen”

General

Amazon.com, Inc., a Fortune 500 company, commeapedations on the World Wide Web in July 1995. Weksto offer Earth’s
Biggest Selection and to be Earth’s most custoreatric company, where customers can find and descamything they may want to buy. We
endeavor to offer our customers the lowest posgities. Through our Merchants@ and Amazon Markeprograms, we enable businesses
and individuals to sell virtually anything to Amazoom’s millions of customers. We and other seltéfsr millions of new, used, refurbished,
and collectible items, in categories such as:

» Apparel, shoes and accessol * Home, garden, and outdoor living produ
» Baby care product « Jewelry and watche

» Books » Kitchenware and housewar

» Camera and photograp! * Magazine subscriptior

» Cell phones and servit ¢ Music

» Computers and computer ¢ons « Office products

» Consumer electronic e Software

* DVD’s and video: ¢ Sports & Outdoor:

» Gourmet fooc e Tools and hardwar

* Health and personal ca  Toys

We operate six global websitegww.amazon.com, www.amazon.co.uk, www.amazon.deamwazon.fr, www.amazon.co.gnd
www.amazon.caWe have organized our operations into two priacgggments: North America and International. TloettNAmerica segment
includes the operating resultswivw.amazon.comndwww.amazon.caThe International segment includes the operatisglts of
www.amazon.co.uk, www.amazon.de, www.amazomfiiwww.amazon.co.jisee Item 8 of Part Il, “Financial Statements andpizmentary
Data—Note 15—Segment Information.”

Amazon.com was incorporated in 1994 in the staM/a$hington and reincorporated in 1996 in the sihfgelaware. Our principal
corporate offices are located in Seattle, Washimgtfée completed our initial public offering in M&®97 and our common stock is listed or
Nasdag National Market under the sym*AMZN.”

As used herein, “Amazon.com,
otherwise.

we,” “our” and sianilterms include Amazon.com, Inc. and its subsiekaunless the context indicates
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Business Strategy
Our business strategy is to offer our customersgdees, convenience, and a wide selection of nzardise

Price

We endeavor to offer our customers the lowest pressible. We strive to improve our operatingegdficies and to leverage our fix
costs so that we can afford to pass along thesegsato our customers in the form of lower pridé& also enable third-party sellers to offer
products on our site, in many instances alongsioigomduct selection, and set their own retail ggic

Convenience

Our software engineers, computer scientists, anthgement team focus on continuous innovation teigecfurther convenience for o
customers. We promote brand loyalty and repeathases by providing feature-rich content, a secodetausted transaction environment, easy-
to-use functionality, fast and reliable fulfillmemind timely customer service. Key features ofwebsites include editorial and customer
reviews; manufacturer product information; Web ma@dlored to individual preferences, such as renendations and notifications; 1-Cli€k
technology; secure payment systems; browsing; Bemgy,cand the ability to view selected interior pagind search the entire contents of many
of the books we offer with our “Look Inside the Bd@nd “Search Inside the Book” features. Our comityuof online users also creates
feature-rich content, including online recommenmatatists, wish lists, and wedding and baby registri

We endeavor to fulfill customer orders quickly, dodrovide intuitive self-service features thatissour customers when they have
guestions. We communicate our fulfillment promiseséveral ways, such as presenting up-to-date iomeavailability information, delivery
date estimates, and options for expedited delivasyyell as delivery shipment notifications. Addlitally, customers can use the “your account”
website features to track order and shipment stegugew estimated delivery dates, cancel unshipgeds, change delivery instructions and
payment options, combine orders, edit gift opti@rg] return items. In the event our customers wbkedto contact customer service, our
representatives may be contacted by e-mail or lopgh

We fulfill customer orders in a number of ways lirting through our six U.S. and three internatidn#flliment centers; through
fulfillment centers operated under co-sourcing rgements, including our fulfillment center suppogtwww.amazon.co.jpthrough outsource
fulfillment providers, including our fulfillment mvider supportingvww.amazon.caand through other third-party fulfilment arrangertse We
operate six customer service centers and haveae@sourcing arrangements to provide additionat@mer service. See Iltem 2 of Part |,
“Properties,” for additional information about filllihent centers and customer service locations.

Selection
To provide the widest possible selection for owstomers, we have designed our websites to enabllemsiof unique products to be sc
by us and by third parties across many producgoaies.

Amazon.com Retail

We sell a broad range of products that we purcfrase manufacturers and distributors and delivesuo customers. Additionally
through our Syndicated Stores program, we utilizeeacommerce services, features, and technoltgigsll our products through other
businesses’ websites. Under our syndicated storasgements, we generally own the inventory, seepr and are responsible for fulfillment
and customer service, and the other business aaales commission on product sales.

4
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Third-Party Sellers

We offer Amazon Marketplace and Merchants@ progrénasenable third parties to integrate their paiglon our websites, allo
customers to shop for products owned by third partising our features and technologies, and alioiwitduals to complete transactions that
include multiple sellers in a single checkout psxaVe are not the seller of record in these thady seller transactions, but instead earn fixed
fees, sales commissions, per-unit activity feesoone combination thereof.

Amazon Marketplace generally serves individuals smdll businesses, enabling them to offer theidpets for sale on our websites
alongside our products or products made availapletter third-party sellers. Our Merchants@ proggenerally serves larger companies and
is primarily concentrated on expanding the selaatibnew products available on our websites. We stsnetimes offer fulfillment-related
services under our Merchants@ program.

Other Services

Through our Merchant.com program we utilize ouoeimerce services, features, and technologies t@atgpanother business’s website,
sell its products under its brand name and URL,ssomdetimes offer fulfillment services (an exampglenvw.target.com). We also provide
technology services, such as search, browse asdrmdization, and other marketing and promotioealises, such as our co-branded credit
card.

Marketing and Promotion

Our marketing strategy is designed to strengthehbaoaden the Amazon.com brand name, increasencastoaffic to our website:
encourage customers to shop in many product caésg@romote repeat purchases, and develop inctahpoduct and service revenue
opportunities. First and foremost, our best margéfforts are focused on improving the customg@eernce, which drives word-of-mouth
promotion and repeat customer visits. We also defpersonalized Web pages and services and emplayedy of media, business
development activities, and promotional methodadoieve these goals. We employ various means ofeoahd traditional advertising,
including sponsored links, e-malil, print media, airéct marketing, television, and other offlinevadising. We also participate in cooperative
advertising arrangements with certain of our veador

Our Associates program directs customers to ousitebby enabling associated websites to make rodupts available to their
audiences with fulfilment performed by us. In adxh, we offer an everyday free shipping optiomnvatw.amazon.comndwww.amazon.céor
certain orders that exceed a specific amount, &ed similar options for our internationally-focus&vebsites. Although marketing expenses do
not include our free shipping offers or promotiootiers, we view such offers as an effective mangtool.

Technology

Using a combination of our own proprietary techigids and commercially available, licensed techrielgve have implements
numerous features that simplify and improve theéarmasr shopping experience, enable third partieglioon our platform, and facilitate our
fulfilment and customer service operations. Ourent strategy is to focus our development effortsreating and enhancing the specialized,
proprietary software that is unique to our businessl to license or acquire commercially-develoetinology for other applications where
available and appropriate.

We use a set of applications for accepting andiatifig customer orders, placing and tracking ordgtts suppliers, managing and
assigning inventory to customer orders, and engyrinper shipment of products to customers. Ousaiation-processing systems handle
millions of items, a number of different statusuiges, gift-wrapping requests, and multiple shiptneethods. These systems allow the
customer to choose whether to receive single agra¢ghipments based on availability and to tr&ekgrogress of each order. These
applications also manage the process of accetirthorizing, and charging customer credit cards.

5
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Competition

The environment for our products and servicestanisely competitive. Our current and potential cetitprs include: (1) physic-world
retailers, catalog retailers, publishers, distdssitand manufacturers of our products, many of wpizssess significant brand awareness, sales
volume, and customer bases, and some of whichrtlyrgell, or may sell, products or services thitotige Internet, mail order, or direct
marketing; (2) other online e-commerce sites; (Bumber of indirect competitors, including medianpanies, Web portals, and Web search
engines that are involved in online commerce, eitlirectly or in collaboration with other retaileend (4) companies that provide e-commerce
services, including website developers and thindypfalfillment and customer-service providers. Waieve that the principal competitive
factors in our market segments include selectiangpavailability, convenience, information, diseoy, brand recognition, personalized
services, accessibility, customer service, relighispeed of fulfilment, ease of use, and abitidyadapt to changing conditions, as well as our
customers’ overall trust in the entire experiencgansactions with us or facilitated by us on Wiediethird-party sellers. For services we offer
to business and individual sellers, additional cetitige factors include the quality of our servigesl tools and the speed of performance for
our services. As the market segments in which vezaip continue to grow, other companies may alger émo business combinations or
alliances that strengthen their competitive posgio

Intellectual Property

We regard our trademarks, service marks, copyrigiaients, domain names, trade dress, trade sgurepsietary technologies, a
similar intellectual property as critical to ourcsgss, and we rely on trademark, copyright andhp¢aey, trade-secret protection, and
confidentiality and/or license agreements with ennployees, customers, partners, and others togbimte proprietary rights. We have
registered a number of domain names and been issnethber of trademarks, service marks, patentscapyrights by U.S. and foreign
governmental authorities. We also have appliedHeregistration of other trademarks, service matkmain names, and copyrights in the |
and internationally, and we have filed U.S. anérinational patent applications covering certainwf proprietary technology. We have
licensed in the past, and expect that we may le@mshe future, certain of our proprietary rigttsch as trademarks, patents, technologies or
copyrighted materials, to third parties.

Seasonality
Our business is affected by seasonality, whiclotitslly has resulted in higher sales volume dudngfourth quartet

Employees

We employed approximately 7,800 full-time and pgarte employees at December 31, 2003. However, gmpdat levels fluctuate due
seasonal factors affecting our business. We algpanindependent contractors and temporary perdama seasonal basis. None of our
employees is represented by a labor union and wsider our employee relations to be good. Competfior qualified personnel in our
industry is intense, particularly for software eregrs, computer scientists, and other technictil 8t believe that our future success will
depend in part on our continued ability to attraate, and retain qualified personnel.

Available Information

Our investor relations websiteuwsvw.amazon.com/irWe make available on this website under “Findrid@uments,” free of charge,
our annual reports on Form 10-K, quarterly report$=orm 10-Q, current reports on Form 8-K and anmreands to those reports as soon as
reasonably practicable after we electronically ditdfurnish such materials to the U.S. Securitied Bxchange Commission (“SEC").
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Additional Factors That May Affect Future Results

The following risk factors and other informatiorcinded in this Annual Report should be carefullpsidered. The risks and uncertain
described below are not the only ones we face. thudil risks and uncertainties not presently kndavas or that we currently deem immate
also may impair our business operations. If antheffollowing risks occur, our business, finandahdition, operating results, and cash flows
could be materially adversely affected.

We Have an Accumulated Deficit and May Incur Additial Losses

We have incurred significant net losses since vwgabealoing business. As of December 31, 2003, weahatcumulated deficit of $2.!
billion and our stockholders’ equity was a defwiit1.04 billion. We have incurred substantial @pig losses since our inception, and
although we earned a small amount of net incon®08, we may incur losses again in the future.

We Have Significant Indebtedness

As of December 31, 2003, we had I-term indebtedness of $1.95 billion. We make annuakem-annual interest payments on-
indebtedness under our two convertible notes, waieldue in 2009 and 2010. Although we made déhtipal reduction payments in 2003,
we may incur substantial additional debt in theifet Our indebtedness could limit our ability tdaib additional financing for working capit:
capital expenditures, debt service requirementesttaer purposes in the future, as needed; to jplgrof react to, changes in technology and in
our business and competition; and to react in tle@teof an economic downturn.

There is no guarantee that we will be able to roaetlebt service obligations. If we are unablegneagate sufficient cash flow or obtain
funds for required payments, or if we fail to cognplith covenants in our indebtedness, we will beéfault.

See Item 8 of Part Il, “Financial Statements andpiementary Data—Note 17—Subsequent Events.”

We Face Intense Competition

The market segments in which we compete are rapidbjving and intensely competitive, and we haveynsompetitors in different
industries, including both the retail and e-comraegervices industries.

Many of our current and potential competitors hiewegyer operating histories, larger customer bagester brand recognition, and
significantly greater financial, marketing, and ethesources than we have. They may be able toesewerchandise from vendors on more
favorable terms and may be able to adopt more agiyeepricing policies. Competitors in both theailedtnd e-commerce services industries
also may be able to devote more resources to témindevelopment and marketing than we do.

Competition in the e-commerce channel may inten€iyrer companies in the retail and e-commercdcemdustries may enter into
business combinations or alliances that strengtein competitive positions. As various Internetrket segments obtain large, loyal customer
bases, participants in those segments may expémthie market segments in which we operate. Intedinew and expanded Web
technologies may further intensify the competitiagure of online retail. The nature of the Intem&fin electronic marketplace facilitates
competitive entry and comparison shopping and nenilénherently more competitive than conventiorehiling formats. This increased
competition may reduce our sales, operating prajitboth.

Our Business Could Suffer if We Are Unsuccessfulliieking, Integrating, and Maintaining Commercial Agecements, Strategic

Alliances, and Other Business Relationships

We may enter into commercial agreements, stratdtiznces, and other business relationships witerotompanies. We have ente
into agreements to provide e-commerce servicethr dusinesses and we plan to

7
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enter into similar agreements in the future, inclgdas part of our Merchants@, Syndicated Stoms$ Merchant.com initiatives. Under such
agreements, we may perform services such as: pngvidir technology services such as search, braavgkpersonalization; permitting other
businesses and individuals to offer products orises through our websites; and powering thirdypartbsites, either with or without
providing accompanying fulfillment services. Theseangements are complex and require substantisbipeel and resource commitments by
us, which may constrain the number of such agretswea are able to enter into and may affect oditald integrate and deliver services
under the relevant agreements. If we fail to immammaintain, and develop successfully the var@mmponents of such commercial
relationships, which may include fulfillment, custer service, inventory management, tax collecti@yment processing, licensing of third
party software, hardware, and content, and engabind parties to perform hosting and other seryjitBese initiatives may not be viable. The
amount of compensation we receive under certathesfe agreements is dependent on the volume af thaethe other company makes.
Therefore, if the other business’s website or pobdu services offering is not successful, we matyraceive all of the compensation we are
otherwise due under the agreement or may not leetalvhaintain the agreement. Moreover, we may aahbe to succeed in our plans to enter
into additional commercial relationships and sgatealliances on favorable terms.

As our commercial agreements expire or otherwisaitete, we may be unable to renew or replace tagegements on comparable
terms, or at all. In the past, we amended sevémliocommercial agreements to reduce future casteeds to be received by us, shorten the
term of our commercial agreements, or both. Sonmiphgreements involve high margin services, stscmarketing and promotional
agreements, and as such agreements expire thepemaplaced, if at all, by agreements involvingéownargin services. In addition, several
past commercial agreements were with companieeiprienced business failures and were unablestd their obligations to us. We may in
the future enter into further amendments of thggeeaments or encounter other parties that havieuliff meeting their contractual obligations
to us, which could adversely affect our operatiesuits.

Our present and future third-party services agredsnether commercial agreements, and strategénea#ts create additional risks such
as:

» disruption of our ongoing business, including lofmanagement focus on existing busines

* impairment of other relationship

» variability in revenue and income from enteringirdmending, or terminating such agreements otigakhips; anc

« difficulty integrating under the commercial agreernse

Our present and future acquisitions, business coatibins, joint ventures, and investments creatéiaddl risks such as:
» disruption of our ongoing business, including losnanagement focus on existing busines

« difficulty assimilating the operations, technologyd personnel of combined compan

» problems retaining key technical and manageriagmanel; anc

» additional operating losses and expenses of aaljbirsinesse:

Our Investments and the Consideration We ReceivelenCertain Commercial Agreements May Subject Uatblumber of Risks

In the past, we have entered into commercial ageagswith other companies, including strategi@alties whereby we perform certa-
commerce services, and in exchange for our serwea®ceived cash, equity securities of these campaand/or additional benefits, such as
website traffic. The amount of compensation weikerander certain of these agreements is depematetite volume of sales made by the ¢
company. In
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some cases, we have also made separate invesimérgsother company by making a cash paymentahaxge for equity securities of that
company. We may make similar investments in theréutTo the extent we have received equity seegrds compensation, fluctuations in the
value of such securities will affect our ultimagalization of amounts we have received as compiensatr services.

In the past, we amended several of our commergigleaments to reduce future cash proceeds to beedday us, shorten the term of our
commercial agreements, or both. We may in the éuunter into further amendments of our commerget@ments. Although these
amendments did not affect the amount of unearnezhtee previously recorded by us (if any), the tignifi revenue recognition of these
recorded unearned amounts has been changed temamckwith the terms of the amended agreementthelextent we believe any such
amendments cause or may cause the compensatierrécdived under an agreement to no longer be tixel@terminable, we limit our
revenue recognition to amounts received, excludimgfuture amounts not deemed fixed or determinadduture amounts are subsequently
received, such amounts are incorporated into oxarmge recognition over the remaining term of theeament.

Our investments in equity securities are includetMarketable securities” and “Other equity investits” on our consolidated balance
sheets. We regularly review all of our investmentsublic and private companies for other-than-terapy declines in fair value. When we
determine that the decline in fair value of an stweent below our accounting basis is other-tharpteary, we reduce the carrying value of the
securities we hold and record a loss in the amofiatly such decline. In recent years, securitieafpanies in the Internet and e-commerce
industries have experienced significant difficidti&ve may conclude in future quarters that thevalnes of our investments have experienced
additional other-thatemporary declines. As of December 31, 2003, ocwnded basis in equity securities was $23 milliaoluding $9 millior
classified as “Marketable securities” and $15 midlclassified as “Other equity investments.”

The Seasonality of Our Business Places Increaseci@ton Our Operations

We expect a disproportionate amount of our netsdalée realized during the fourth quarter of ascdl year. If we do not stock popular
products in sufficient amounts or fail to have s@srto timely restock popular products, such theafail to meet customer demand, it could
significantly affect our revenue and our futurewgtto. If we overstock products, we may be requiethke significant inventory markdowns or
write-offs, which could reduce gross profits. Alfaé to optimize inventory in our U.S. fulfillmenetwork will harm our shipping margins by
requiring us to make long-zone shipments or pastiggments from one or more locations. Orders feawh of our internationally focused
websites are fulfilled primarily from a single filiiinent center, and we have only a limited abitityreroute orders to third parties for drop-
shipping. We may experience a decline in our shigpnargins due to complimentary upgrades, splipraeints, and additional long-zone
shipments necessary to ensure timely delivery,aaibefor the holiday season. If the other busgesson whose behalf we perform inventory
fulfilment services deliver product to our fulfilent centers in excess of forecasts, we may bdeitmbecure sufficient storage space and
be unable to optimize our fulfillment centers.dbtmany customers access our websites within & peaod of time due to increased holida
other demand, we may experience system interruptioat make our websites unavailable or preveifitons efficiently fulfilling orders, which
may reduce the volume of goods we sell and thaditeness of our products and services. In additi@ may be unable to adequately staff
our fulfillment centers during these peak periodd third parties that provide fulfillment servidesour customers may be unable to meet the
seasonal demand. Finally, we, along with our custogervice co-sourcers, may be unable to adequstegfycustomer service centers.

We generally have payment terms with our vendaasdlktend beyond the amount of time necessaryllect@roceeds from our
customers. As a result of holiday sales, at Dece@®bef each year, our cash, cash equivalentsirarletable securities balances reach their
highest level (other than as a result of cash flpresided by or used in investing and financingwties). This operating cycle results in a
corresponding increase in accounts payable. Owuads payable balance will decline during the finsee months following year-end, which
will result in a decline in the amount of cash,fcagquivalents, and marketable securities on hand.

9
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We May Experience Significant Fluctuations in Our @rating Results and Rate of Growth

Due to our limited operating history, our evolvingsiness model, and the unpredictability of ouustdy, we may not be able
accurately forecast our rate of growth. We basecatnent and future expense levels and our investpians on estimates of future net sales
and rate of growth. Our expenses and investmeata large extent fixed. We may not be able jostaur spending quickly enough if our
net sales fall short of our expectations.

Our revenue and operating profit growth dependthercontinued growth of demand for the productsreffi by us or our sellers, and our
business is affected by general economic and ssicenditions throughout the world. A softeninglemand, whether caused by changes in
consumer preferences or a weakening of the U.§lobal economies, may result in decreased revengeowith. Terrorist attacks and armed
hostilities create economic and consumer uncewtdatt could adversely affect our revenue or groiich events could create delays in, and
increase the cost of, product shipments, which deyease demand. Revenue growth may not be sustaarad our companyide percentac
growth rate may decrease in the future.

Our net sales and operating results will also flat# for many other reasons, including:

« our ability to retain and increase sales to exjstinstomers, attract new customers, and satisfgugtomer demands

» our ability to expand our network of sellers, dagknter into, maintain, renew, and amend on faverterms our commercial
agreements and strategic allianc

» foreign exchange rate fluctuatior

» our ability to acquire merchandise, manage invgntand fulfill orders;

» the introduction by our competitors of websitegdarcts, services, or improvemer

» changes in usage of the Internet and online sendnd consumer acceptance of the Internet -commerce
» timing and costs of upgrades and developmentsrirsyaiems and infrastructui

» the effects of commercial agreements and stratdti@nces and our ability to successfully implemig underlying relationships a
integrate them into our busine:

» the effects of acquisitions, and other businesshioations and our ability to successfully integridiem into our busines

» technical difficulties, system downtime, or intgstions;

» variations in the mix of products and services el

» variations in our level of merchandise and venetums;

» disruptions in service by shipping carrie

» the extent to which we offer free shipping promogipanc

* anincrease in the prices of fuel and gasolinecwhre used in the transportation of packageselisaaan increase in the prices
other energy products, primarily natural gas aedtekity, which are used in our operating facsti

Finally, both seasonal fluctuations in Internetgesand traditional retail seasonality are likelaffect our business. Internet usage
generally slows during the summer months, and salaknost all of our product groups, particuladys and electronics, usually increase
significantly in the fourth calendar quarter of keaear.

10
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We Have Foreign Exchange Risk

The results of operations and certain of our imtemgany balances associated with our internatio-focused websites are expose(
foreign exchange rate fluctuations. Upon transhatiget sales and other operating results may difzgerially from expectations, and we may
record significant transaction gains or lossesh@rémeasurement of intercompany balances.

In addition, our 6.875% Convertible Subordinateddsalue 2010 (“6.875% PEACS”) are denominated m&wnot U.S. Dollars. We
remeasure the principal of the 6.875% PEACS qugrbased on fluctuations in the Euro/U.S. Dollackange ratio and record gains or losses
in “Remeasurement of 6.875% PEACS and other” orconsolidated statements of operations. Furthermeeéhold cash equivalents and
marketable securities in Euros, British Poundsaad. Accordingly, if the U.S. Dollar strengthensyqmared to these currencies, cash
equivalents and marketable securities balances) whaslated, may be materially less than expeateidvice versa.

Our Planned Future Growth Will Place a Significartrain on our Management, Operational, and FinandiResources

We have rapidly and significantly expanded our afiens and will endeavor to expand further to pergtowth of our product and
service offerings and customer base. Such growlttcerntinue to place a significant strain on oumagement, operational, and financial
resources. We also need to hire, train, and managemployee base. Our current and planned per@ystems, procedures, and controls
may not be adequate to support and effectively gpaoar future operations, especially as we empérggnnel in multiple geographic
locations. We may not be able to hire, train, retaiotivate, and manage required personnel, whig limit our growth.

In addition, we do not expect to benefit in our rewmarket segments from the first-to-market advgathat we experienced in the online
book channel. Our gross profits in our newer bussrativities may be lower than in our older busingctivities. In addition, we may have
limited or no experience in new product and sereictvities and our customers may not favorablgiee our new businesses. To the exten
pursue commercial agreements and/or strategitedémto facilitate new product or service actigitidne agreements and/or alliances may not
be successful. If any of this were to occur, itldadamage our reputation and negatively affectmaeegrowth.

The Loss of Key Senior Management Personnel Coulebitively Affect Our Business

We depend on the continued services and performafnmer senior management and other key persopagicularly Jeffrey P. Bezo
our President, Chief Executive Officer, and Chamro&the Board. We do not have “key person” lifstirance policies. The loss of any of our
executive officers or other key employees couldrhaur business.

System Interruption and the Lack of Integration aridedundancy in Our Systems May Affect Our Sales

Customer access to our websites directly affeewvtiume of goods we sell and the services we affierthus affects our net sales. We
experience occasional system interruptions thatenaak websites unavailable or prevent us from ieffity fulfilling orders or providing
services to third parties, which may reduce oursaéts and the attractiveness of our products envicss. If we are unable to continually add
additional software and hardware and upgrade iefi@etive manner our systems and network infrastineg it could cause system interruption
and adversely affect our operating results.

Our computer and communications systems and opasatiould be damaged or interrupted by fire, flgumlyer loss, telecommunicatic
failure, earthquakes, acts of war or terrorisms a€tGod, computer viruses, physical or electrdm&ak-ins, and similar events or disruptions.
Any of these events could cause system interruptielays, and loss of critical data, and could pnéws from accepting and fulfilling custor
orders.
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Should this occur, it would make our product offigs less attractive to our customers and our sepfiferings less attractive to third parties.
While we do have backup systems for certain aspéaiar operations, our systems are not fully retéurt and our disaster recovery planning
may not be sufficient for all eventualities. In #&ulth, we may have inadequate insurance coveragesarance limits to compensate us for
losses from a major interruption. If any of thisrevéo occur, it could damage our reputation andxpensive to remedy.

We May Not Be Successful in Our Efforts to Expanatd International Market Segments

We plan, over time, to continue to expand our reaghternational market segments. We have relbtilttle experience in purchasing,
marketing, and distributing products or servicasfiese market segments and may not benefit fronfiest-to-market advantages. It is costly
to establish international facilities and operagiogpromote our brand internationally and develaaliaed websites, stores, and other systems.
We may not succeed in these efforts. Our net $edesinternational market segments may not offseteaxpense of establishing and
maintaining the related operations and, theretbiese operations may not be profitable on a siestdiasis.

Our international sales and related operations@abgect to a number of risks inherent in sellingoald, including, but not limited to, risks
with respect to:

» foreign exchange rate fluctuatior

» local economic and political conditior

» restrictive governmental actions (such as tradéeption measures, including export duties and cuatal custom duties and tariff

* import or export licensing requiremen

» limitations on the repatriation of func

« difficulty in obtaining distribution and suppo

* nationalization

» longer receivable cycle

e consumer protection laws and restrictions on pgicindiscounts

» lower level of adoption or use of the Internet atiter technologies vital to our business and thke ¢td appropriate infrastructure
support widespread Internet usa

» lower level of credit card usage and increased gaymisk;

» difficulty in developing and simultaneously managinlarger number of unique foreign operations eesalt of distance, languag
and cultural difference:

» laws and policies of the U.S. and other jurisdicsi@ffecting trade, foreign investment, and loi

» tax and other laws of the U.S. and other jurisditti anc

» geopolitical events, including war and terroris

As the international e-commerce channel continaegdw, competition will likely intensify. Local copanies may have a substantial
competitive advantage because of their greaterrstataling of, and focus on, the local customeweatas their more established local brand
name recognition. In addition, governments in fgngurisdictions may regulate e-commerce or otimdine services in such areas as content,

privacy, network security, copyright, encryptioaxation, or distribution. We may not be able teehtrain, retain, motivate, and manage
required personnel, which may limit our growthmeirnational market segments.
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We Face Significant Inventory Risk

We are exposed to significant inventory risks assalt of seasonality, new product launches, rapahges in product cycles and char
in consumer tastes with respect to our producterder to be successful, we must accurately préaéste trends and avoid overstocking or
under-stocking products. Demand for products, h@mesan change significantly between the time itmgnis ordered and the date of sale. In
addition, when we begin selling a new products particularly difficult to forecast product demaecturately. A failure to optimize inventory
within our fulfillment network will harm our shippg margins by requiring us to make split shipméms one or more locations,
complimentary upgrades, and additional long-zornensénts necessary to ensure timely delivery. Assalt of our Merchants@ program
relationships with Toysrus.com, Babiesrus.com, &@grgnd other companies, these parties identify, iImanage, and bear the financial risk of
inventory obsolescence for their correspondingest@nd merchandise. As a result, if any of theséepdail to forecast product demand or
optimize inventory, we would receive reduced serfaes under the agreements and our business @utdtien could be harmed.

The acquisition of certain types of inventory, mvéntory from certain sources, may require sigaiftdead-time and prepayment, and
such inventory may not be returnable. We carrycathiselection and significant inventory levels eftain products, such as consumer
electronics, and we may be unable to sell prodadsfficient quantities or during the relevantisel seasons.

Any one of the inventory risk factors set forth abonay adversely affect our operating results.

If We Do Not Successfully Optimize and Operate Gruulifillment Centers, Our Business Could Be Harmed

If we do not successfully operate our fulfillmeeinters, it could significantly limit our ability tmeet customer demand. Because
difficult to predict demand, we may not manage fagilities in an optimal way, which may result ircess or insufficient inventory, and
warehousing, fulfillment, and distribution capacigyfailure to optimize inventory in our fulfillmeémetwork will harm our shipping margins
requiring us to make long-zone shipments or pastiggments from one or more locations. Orders feawh of our internationally focused
websites are fulfilled primarily from a single fillinent center, and we have only a limited abitibyreroute orders to third parties for drop-
shipping. We and our co-sourcers may be unabldequately staff our fulfillment and customer seevienters. Finally, our ability to receive
inbound inventory efficiently or ship completed erd to customers may be negatively affected bynaben of factors, including dependence
a limited number of shipping companies, inclemeeéther, fire, flood, power loss, earthquakes, laligputes, acts of war or terrorism, or acts
of God.

Third parties either drop-ship or otherwise fuléith increasing portion of our customers’ ordersl, &e are increasingly reliant on the
reliability, quality, and future procurement of theervices. Under some of our commercial agreesjeve maintain the inventory of other
companies in our fulfillment centers, thereby irgiag the complexity of tracking inventory in angkaating our fulfillment centers. Our failt
to properly handle such inventory or the inabibtyfailure of these other companies to accuratlgdast product demand would result in
unexpected costs and other harm to our businessegnthtion.

We May Not Be Able to Adequately Protect Our Inggdtual Property Rights or May Be Accused of Infriligy Intellectual Property
Rights of Third Parties

We regard our trademarks, service marks, copyriglattents, trade dress, trade secrets, proprigtaiyology, and similar intellectu
property as critical to our success, and we relyratiemark, copyright, and patent law, trade sg@ection, and confidentiality and/or licer
agreements with our employees, customers, partaedsothers to protect our proprietary rights. &ffee trademark, service mark, copyright,
patent, and trade secret protection may not béadlaiin every country in which our products and/gs are made available online.
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We also may not be able to acquire or maintain@pjate domain names in all countries in which webdsiness. Furthermore,
regulations governing domain names may not pratectrademarks and similar proprietary rights. Weyrbe unable to prevent third parties
from acquiring domain names that are similar téjnige upon, or diminish the value of our tradensaakd other proprietary rights.

Policing unauthorized use of our proprietary rigbtsherently difficult, and we may not be abledietermine the existence or extent of
any such unauthorized use. The protection of detl@ctual property may require the expenditursighificant financial and managerial
resources. Moreover, we cannot be certain thastqes we take to protect our intellectual propeityadequately protect our rights or that
others will not independently develop or othervasguire equivalent or superior technology or othtallectual property rights.

Third parties that license our proprietary rightsyntake actions that diminish the value of our pietpry rights or reputation. In addition,
the steps we take to protect our proprietary righty not be adequate and third parties may infrorgmisappropriate our copyrights,
trademarks, trade dress, patents, and similar jgtapy rights. Other parties may claim that weinged their proprietary rights. We have been
subject to, and expect to continue to be subjeatl&ims and legal proceedings regarding alleg&thgement by us of the patents, trademarks,
and other intellectual property rights of third i@s. Such claims, whether or not meritorious, mesult in the expenditure of significant
financial and managerial resources, injunctionsregais or the imposition of damages that we magt jfVe may need to obtain licenses from
third parties who allege that we have infringedrthights, but such licenses may not be availalbléesms acceptable to us or at all. In addition,
we may not be able to obtain or utilize on terneg eire favorable to us, or at all, licenses or rotigats with respect to intellectual property we
do not own in providing e-commerce services to othusinesses and individuals under commercial aggees.

We Have a Limited Operating History and Our Stockié® Is Highly Volatile

We have a relatively short operating history arsdam -commerce company, we have a rapidly evolving argiedictable busines
model. The trading price of our common stock flatés significantly. Trading prices of our commarnc&tmay fluctuate in response to a
number of events and factors, such as:

» general economic condition

» changes in interest rate

» conditions or trends in the Internet and t-commerce industry

» fluctuations in the stock market in general andkegprices for Intern-related companies in particuli
» quarterly variations in operating resul

* new products, services, innovations, and stratdgvelopments by our competitors or us, or businesshinations and investmer
by our competitors or u:

» changes in financial estimates by us or securiedysts and recommendations by securities ana
» changes in Internet regulatic

» changes in our capital structure, including isseasfcadditional debt or equity to the pub

» additions or departures of key personi

e corporate restructurings, including layoffs or cliees of facilities

» changes in the valuation methodology of, or perémoe by, other-commerce companies; a

» certain analyst reports, news, and specula
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Any of these events may cause our stock pricestoart fall and may adversely affect our businessfimancing opportunities.

Future volatility in our stock price could force wasincrease our cash compensation to employegsaat larger stock awards than we
have historically, which could hurt our operatiegults or reduce the percentage ownership of astirg stockholders, or both. In the first
quarter of 2001, we offered a limited non-compujsexchange of employee stock options. This optiarhange offer resulted in variable
accounting treatment for certain of our stock ampticAdditionally, all options granted on or aftandary 1, 2003 are subject to variable
accounting treatment. Variable accounting treatméthtesult in unpredictable stock-based compeinsagxpense dependent on fluctuations in
quoted prices for our common stock. In late 2002 jmplemented a restricted stock unit plan, whidhhe our primary vehicle for stochase!
compensation going forward. Restricted stock astticéed stock units, not subject to variable actimg, are measured at fair value on the
of grant based on the number of shares grantethangloted price of the common stock, which willrbeognized as compensation expense
over the corresponding service term.

Government Regulation of the Internet and E-commerts Evolving and Unfavorable Changes Could Harm ©OBusiness

We are subject to general business regulationdaave] as well as regulations and laws specifiogdlyerning the Internet ant-
commerce. Such existing and future laws and reignisimay impede the growth of the Internet or oth@ine services. These regulations and
laws may cover taxation, user privacy, data pradacpricing, content, copyrights, distributiongetronic contracts and other communications,
consumer protection, the provision of online paytsemvices, broadband residential Internet aceegsthe characteristics and quality of
products and services. It is not clear how exiskivgs governing issues such as property ownerships and other taxes, libel, and personal
privacy apply to the Internet and e-commerce. Unfalle resolution of these issues may harm oumnbasi In addition, many jurisdictions
currently regulate “auctions” and “auctioneers” andy regulate online auction services. Jurisdictioray also regulate other consumer-to-
consumer online markets, including certain aspafcfsmazon Marketplace. This could, in turn, dimmite demand for our products and
services and increase our cost of doing business.

We May Be Subiject to Liability for Past Sales andiid-uture Sales May Decrease

In accordance with current industry practice, wendbcollect sales taxes or other taxes with resgpeshipments of most of our goods
into states other than Washington, North Dakotd,iarApril 2004, Kansas. Under some of our comnaragreements, the other company is
the seller of record of the applicable merchandisg we are obligated to collect sales tax in miagés in accordance with that company’s
instructions. We may enter into additional strategjliances requiring similar tax collection obliigas. We collect Value Added Tax, or VAT,
for products that are ordered wmvw.amazon.co.uk, www.amazonaledwww.amazon.fand delivered in European Union, or EU, member
countries. As of July 1, 2003, we began collectitAgl’ with respect to certain of our “electronicalypplied services,” including digital
downloads and marketplace services, provided tmioelEU residents. We also collect Japanese contsomiax for products that are ordered
onwww.amazon.co.jpnd delivered in Japan. In addition, Canadian cmpsion taxes are collected on sales of productsateaordered on
www.amazon.cand delivered in Canada. Our fulfillment center andtomer service center networks, and any futgoarsion of those
networks, along with other aspects of our evohbnginess, may result in additional sales and dtheobligations. One or more states or
foreign countries may seek to impose sales or déxecollection obligations on out-of-jurisdictimompanies that engage in e-commerce. A
successful assertion by one or more states omgio@untries that we should collect sales or didvezs on the sale of merchandise or services
could result in substantial tax liabilities for pasales, decrease our ability to compete with ti@ul retailers, and otherwise harm our business.

Currently, decisions of the U.S. Supreme Courtiedhe imposition of obligations to collect stated local sales and use taxes with
respect to sales made over the Internet. Howevaup@er of states, as well as the U.S. Congress, i@en considering various initiatives that
could limit or supersede the Supreme Court’s

15



Table of Contents

position regarding sales and use taxes on Intsaies. If any of these initiatives addressed th@e&ue Court’s constitutional concerns and
resulted in a reversal of its current position,aseld be required to collect sales and use taxstabes other than Washington, North Dakota,
and Kansas. The imposition by state and local gowents of various taxes upon Internet commercedoonglate administrative burdens for us
and could decrease our future sales.

We Source a Significant Portion of Our Inventorydm a Few Vendors

Although we continue to increase our direct purgigarom manufacturers, we source a significant amof inventory from relatively
few vendors. However, no vendor accounts for 10%hoire of our inventory purchases. We do not haag-term contracts or arrangements
with most of our vendors to guarantee the availgtif merchandise, particular payment terms, erektension of credit limits. If our current
vendors were to stop selling merchandise to uscoaable terms, we may not be able to acquirelmedise from other suppliers in a timely
and efficient manner and on acceptable terms.

We May Be Subiject to Product Liability Claims if Bple or Property Are Harmed by the Products We Sell

Some of the products we sell may expose us to ptdidbility claims relating to personal injury, até, or property damage caused by
such products, and may require us to take actiocis as product recalls. Certain businesses andidudils also sell products using our e-
commerce platform that may increase our exposupedduct liability claims, such as if these selldosnot have sufficient resources to protect
themselves from such claims. Although we maintehbility insurance, we cannot be certain that awerage will be adequate for liabilities
actually incurred or that insurance will continoebe available to us on economically reasonabtadgor at all. In addition, some of our ven
agreements with our suppliers and third party seli® not indemnify us from product liability.

We Could Be Liable for Breaches of Security on Oiebsite and Fraudulent Activities of Users of Ouafments Program

A fundamental requirement fo-commerce is the secure transmission of confidemiatmation over public networks. Although we hi
developed systems and processes that are desmpeatéct consumer information and prevent frautiuteedit card transactions and other
security breaches, failure to mitigate such fraubdreaches may adversely affect our operating tesul

The law relating to the liability of providers ofiine payment services is currently unsettled.ddidon, we are aware that governmental
agencies have investigated the provision of orpenanent services and could require changes in #yethis business is conducted. We
guarantee payments made through our payments pnagrailable to sellers on Marketplace and certtieioprograms up to certain limits for
buyers, and we may be unable to prevent usersfigundulently collecting payments when goods mayh®oshipped to a buyer. As our
payments program grows, our liability risk will m@se. Any costs we incur as a result of liabbiégause of our payments prograrguarante
or otherwise could harm our business. In additibe functionality of our payments program depemnusertain third-party vendors delivering
services. If these vendors are unable or unwilliingrovide services, our payments program and osinlesses that use it may not be viable.

We May Not Be Able to Adapt Quickly Enough to Chang Customer Requirements and Industry Standards

Technology in the-commerce industry changes rapidly. We may not e tabadapt quickly enough to changing customeuiregnents
and preferences and industry standards. Competiftans introduce new products and services with teshinologies. These changes and the
emergence of new industry standards and practmed cender our existing websites and proprietachnology obsolete.
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The Internet as a Medium for Commerce Is Uncertain

Consumer use of the Internet as a medium for comerisra recent phenomenon and is subject to aléngh of uncertainty. While th
number of Internet users has been rising, thereténfrastructure may not expand fast enough tetrine increased levels of demand. If use of
the Internet as a medium for commerce does notra@to grow or grows at a slower rate than wecgrdie, our sales would be lower than
expected and our business would be harmed.

We Could Be Liable for Unlawful or Fraudulent Actities by Users of Our Merchants@, Marketplace, Meanit.com, and Certain
Other Programs

We may be unable to prevent users of our Merchankd@ketplace, Merchant.com, and certain other fanog from selling unlawful
goods, or from selling goods in an unlawful manike. may face civil or criminal liability for unlawf and fraudulent activities by our users
under U.S. laws and the laws and regulations afratbuntries. In addition, if we are unsuccessfuylreventing our users from providing
content that is either illegal or that violates fiteprietary rights of others, it may result irbiility to us. Any costs we incur as a result of
liability relating to the sale of unlawful goodbgetunlawful sale of goods, the fraudulent recefgands, or the fraudulent collection of
payments could harm our business. In running ourchbnts@, Marketplace, Merchant.com, and otherrprog, we rely on sellers to make
accurate representations and provide reliable eigli\and on buyers to pay the agreed purchase fiiche extent we expand our guarantee
program, this may create additional liability fa. u

Executive Officers and Directors
The following tables set forth certain informati@yarding our Executive Officers and Directors BBebruary 18, 2004:

Executive Officers

Age
Name Position
Jeffrey P. Bezo 40  President, Chief Executive Officer, and Chairmaithef Boarc
Richard L. Dalzel 46  Senior Vice President, Worldwide Architecture ahatf®rm Software, and Chi¢
Information Officer
Jason Kilal 32  Senior Vice President, Worldwide Application Softe
Mark S. Peel 46  Vice President and Chief Accounting Offic
Diego Piacentin 43  Senior Vice President, Worldwide Retail and Mankg
Thomas J. Szkuts 43  Senior Vice President and Chief Financial Offi
Jeffrey A. Wilke 37  Senior Vice President, Worldwide Operations andt@usr Service
L. Michelle Wilson 41  Senior Vice President, General Counsel, and Seygt

Jeffrey P. Bezos. Mr. Bezos has been Chairman of the Board of Zanaom since founding it in 1994 and Chief Examitfficer
since May 1996. Mr. Bezos served as President foamding until June 1999 and again from October®@0the present.

Richard L. Dalzell. Mr. Dalzell has served as Senior Vice Presidéfurldwide Architecture and Platform Software, afluief
Information Officer since November 2001. From O&oB000 until November 2001, Mr. Dalzell was Senare President and Chief
Information Officer and prior to that, from joinirgmazon.com in August 1997 until October 2000, lzs Wice President and Chief
Information Officer.

Jason Kilar.  Mr. Kilar has served as Senior Vice Presidéftrldwide Application Software, since May 2003. fréebruary 2002 to
May 2003, he served as Vice President, Worldwidpligption Software. From October 2001 until Febp2002, he served as Vice President,
Marketplace, and from February 2001 until Octol@0®, he served as Vice President, Books, MusicMadelo & DVD. Mr. Kilar joined
Amazon.com in May, 1997 as a Product Manager.
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Mark S. Peek. Mr. Peek has served as Vice President and @laedunting Officer since July 2002. From NovemB@00 to July
2002, he served as Vice President, Financial Phgnaind Analysis, and from April 2000 to Novembe®@0he served as Vice President,
Finance, and Chief Accounting Officer. Prior tonjoig Amazon.com, Mr. Peek was an audit partner Diloitte & Touche.

Diego Piacentini. Mr. Piacentini has served as Senior Vice PesdidVorldwide Retail and Marketing, since Novemd@®1. From
joining Amazon.com in February 2000 until NovemB801, Mr. Piacentini was Senior Vice President @edieral Manager, Internation
Prior to joining Amazon.com, Mr. Piacentini was ¥iPresident and General Manager, Europe, of Apptapiiter, Inc., with responsibility for
Apple Computer’'s operations in Europe, the Middéstzand Africa.

Thomas J. Szkutak. Mr. Szkutak has served as Senior Vice PresigiedtChief Financial Officer since November 2002vibusly,
Mr. Szkutak held a variety of positions at Gené&alctric Co., including Chief Financial Officer GE Lighting from September 2001 to
September 2002, Finance Director of GE Plasticefifrom March 1999 to September 2001, and ExeeMive President—Finance of GE
Asset Management (formerly known as GE Investmdrig) May 1997 to March 1999.

Jeffrey A. Wilke.  Mr. Wilke has served as Senior Vice Presidéfarldwide Operations and Customer Service, sinoeidg 2002.
From October 2000 until January 2002, Mr. Wilke &&sior Vice President, Operations, and prior & tte had been Vice President and
General Manager, Operations, since joining Amazon.m September 1999. Previously, Mr. Wilke helbaety of positions at AlliedSignal,
including Vice President and General Manager oftharmaceutical Fine Chemicals unit from March 1@98eptember 1999 and General
Manager of the Carbon Materials and Technologidisftom August 1997 to February 1999.

L. Michelle Wilson.  Ms. Wilson has served as Senior Vice Presideaheral Counsel, and Secretary since June 20@3s&hed as
Senior Vice President, Human Resources, Generatsgbuand Secretary from March 2001 until June 20@8as Vice President, General
Counsel, and Secretary from July 1999 until Mare@12 Ms. Wilson joined Amazon.com in March 199%asociate General Counsel,
Mergers and Acquisitions and Finance. Prior toif@irAmazon.com, she was a partner in the law fiffRerkins Coie LLP.

Board of Directors

Age
Name Position
Jeffrey P. Bezo 40  President, Chief Executive Officer, and Chairmaithef Boarc
Tom A. Alberg 64  Managing Director of Madrona Venture Gra
L. John Doer 52  General Partner, Kleiner Perkins Caufield & By
Thomas O. Ryde 59 Chairman and CEO of Rears Digest Association, Ini
Patricia Q. Stonesife 47  President and (-Chair of the Bill & Melinda Gates Foundati
William B. Gordon 54  Executive Vice President and Chief Creative OfficEElectronic Arts, Inc

Iltem 2. Properties

We do not own any real estate. Our principal offalities in the U.S. are located in several &shfacilities in Seattle, Washington un
leases that expire at various times through A2 Our corporate office facilities, excluding tareer service office space, in the U.S.
comprise a total of 577,000 square feet. Additiynave have 309,000 square feet of office spackishsubleased or is vacant under lease
agreements that expire at various times througlil 2p1.1.

Our U.S. warehousing and fulfillment operations lawesed in six fulfillment centers located in Neastle, Delaware; Fernley, Nevada;
Coffeyville, Kansas; Lexington and Campbellsvikkentucky; and Grand Forks, North Dakota. Thesellimiént centers comprise a total of
approximately 3.2 million square feet. Our fulfiémt center leases expire from 2005 through 2015.
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We also lease six facilities located near our lfolient centers, comprising approximately 1.2 millequare feet, which we use for sfte
storage and shipping. These offsite storage anpsty facilities are under relatively short-terrage agreements that expire at various times
through July 2004 and one longer-term lease thrdugle 2008; following expiration, we intend to neneertain of these leases or consolidate
into new offsite facilities, or both.

Our U.S. customer service operations occupy appratdly 77,000 square feet of office space andaatéd in Tacoma, Washington;
Huntington, West Virginia; and Grand Forks, Nortakdta. The lease terms of these facilities expomf2006 to 2008.

Our data-center facilities have 120,000 combinadegfeet, including approximately 40,000 squaet €& vacant space at one facility.
These facilities are under leases that expire 0#2ihd 2009.

We lease additional properties outside the U.8luding approximately 135,000 square feet of canpmoffice space in Germany, Frar
Japan, and the United Kingdom, which excludes apprately 40,000 square feet of vacant office spadggermany. We also lease
approximately 1 million combined square feet ofilalde fulfillment center space in Germany, Fraraned the United Kingdom; and
approximately 66,000 combined square feet of cust@arvice space in Germany, Japan, and the UKitegtiom. The fulfillment centers in
Germany, the United Kingdom, and France are locat®hd Hersfeld, Marston Gate, and Orleans, anddase terms expire in December
2009, October 2025, and March 2009.

We believe our properties are suitable and adedoateur present needs, and we periodically evaluwdtether additional facilities are
necessary.

Item 3. Legal Proceedings
See, Item 8 of Part I“Financial Statements and Supplemental —Note —Commitments and Contingenc—Legal Proceeding”

Item 4. Submission of Matters to a Vote of Security Holders
No matters were submitted for a vote of our shddsre during the fourth quarter of 2003.
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PART Il

Item 5. Market for the Registrant’'s Common Stock and ReldtS8hareholder Matters
Market Information

Our common stock is traded on the Nasdaq Natioreakbt under the symb“AMZN.” The following table sets forth the high and |
intraday sale prices for the common stock for teeqals indicated, as reported by the Nasdaq NdtMasket.

High Low

Year ended December 31, 2C

First Quartel $16.9¢ $ 9.0

Second Quarte 20.4(C 12.5:2

Third Quartel 17.9: 12.2¢

Fourth Quarte 25.0C 16.01
Year ended December 31, 2(C

First Quarte! $28.0¢ $18.5¢

Second Quarte 37.2¢ 24.1:

Third Quartel 51.3(C 34.0(

Fourth Quarte 61.1F 47.0(

Holders

As of February 18, 2004, there were 4,126 sharehsldf record of our common stock, although there inuch larger number of
beneficial owners.

Dividends

We have never declared or paid cash dividends ooa@umon stock. See Item 7 of Part I, “Managenebiscussion and Analysis of
Financial Condition and Results of Operations—Ldtijyi and Capital Resources.”

Recent Sales of Unregistered Securities
None.
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Item 6. Selected Consolidated Financial Data

The following selected consolidated financial dgttauld be read in conjunction with the consoliddiedncial statements and the na
thereto in Item 8 of Part Il, “Financial Statemeatsl Supplementary Data,” and the information doetain Item 7 of Part Il, “Management’s
Discussion and Analysis of Financial Condition &webults of Operations.” Historical results are metessarily indicative of future results.

As of and for the Years Ended December 31,

2003 2002 2001 2000 1999

(in thousands, except per share date

Net cash provided by (used in) operating activ $ 392,02 $ 174,29: $ (119,78) $ (130,44) $ (90,87Y)
Net sales 5,263,69 3,932,93 3,122,43. 2,761,98: 1,639,83
Gross profil 1,257,16: 992,61¢ 798,55¢ 655,77 290,64!
Income (loss) from operatiol 270,59 64,12« (412,25) (863,88() (605,75%)
Interest incomt 21,95t 23,68’ 29,10¢ 40,82 45,45
Interest expens (129,979 (142,92) (139,23) (130,92) (84,56¢)
Net income (loss 35,28: (149,13) (567,27 (1,411,27) (719,969
Basic earnings (loss) per share $ 0.0¢ $ (0.39) $ (1.5€) $ (4.02) $ (2.20)
Diluted earnings (loss) per share $ 0.0¢ $ (0.39) $ (1.5€) $ (4.02) $ (2.20)
Weighted average shares used in computatic

basic earnings (loss) per share 395,47¢ 378,36: 364,21: 350,87 326,75:
Weighted average shares used in computation of

diluted earnings (loss) per share 419,35 378,36: 364,21: 350,87: 326,75:
Balance Sheet and Other Data
Cash and cash equivalel $1,102,27. $ 738,25 $ 540,28. $ 822,43 $ 133,30¢
Marketable securitie 292,55( 562,71! 456,30: 278,08 572,87¢
Total asset 2,162,03: 1,990,44 1,637,54 2,135,16! 2,465,85!
Long-term debt and othe 1,945,43! 2,277,30! 2,156,13. 2,127,46. 1,466,33!
Stockholder’ Equity (Deficit) (1,036,10) (1,352,81) (1,440,001 (967,25) 266,27¢

(1) For further discussion of earnings (loss) per shege Item 8 of Part I“Financial Statements and Supplementary —Note 1—
Description of Business and Accounting Poli” and“—Note “—Earnings (Loss) Per She”
Item 7. Management'’s Discussion and Analysis of Financiab@dition and Results of Operations
This section should be read in conjunction v‘Forwarc-Looking Statemen” below, as well as Item 1 of Part“Busines—Additional
Factors That May Affect Future Results,” and Itef ®art Il, “Financial Statements and Supplemenizata.”
Overview

Our primary source of revenue is the sale of a watege of products and services to customers ofjtalval website.. The product:
offered on our websites include products we havetmsed from distributors and manufacturers andymts sold by third parties on our
websites. Generally, we recognize revenue as ez sérecord from items we offer from our inventand recognize our net share of revenue
of items offered by third parties.
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Our financial focus is on long-term, sustainablegth in free cash flow. We also seek to minimize shareholder dilutionlgvhi
maintaining the flexibility to issue shares foraségic purposes, such as financings and aligning@mee interests with shareholders.

Free cash flow is driven primarily by increasingisolidated segment operating profit and efficiemignaging working capital and
capital expenditures. Increases in consolidatetheagoperating profit result from increases in saéfeough our websites and a focus on
keeping costs low. To increase sales, we focusnpnaving all aspects of the customer experienagduding lowering prices, improving
availability, increasing selection, expanding pretdaformation, improving ease of use, and earmingtomer trust. Our price reductions take
several forms: we reduce the sales prices of ptedue sell, we recruit third-party sellers to cotepeith us on product detail pages, and we
reduce or eliminate the cost of shipping to thescomer.

We moved to restricted stock units as our primaiyicle for equity compensation in late 2002. Res#d stock units result in charges to
our income statement; however, we believe theyebatign the interests of our shareholders and eyegls. Total shares outstanding plus
employee stock awards are essentially unchangie &nd of 2003 compared to 2002.

We leverage our fixed customer experience costsvamkl to reduce our variable cost per ur@tur customer experience costs,
specifically the costs necessary to build, enhaacd,add features to our websites and build andhaga our fulfilment centers, are largely
fixed costs. The customer experience costs thahirewariable as a percentage of sales include ptamists, credit-card processing fees,
picking, packaging, and preparing orders for shiptnieansportation, customer service support, amthim aspects of our marketing costs. We
focus on maintaining a lean culture by reducingedsfin our processes, and obtaining volume digsduom suppliers to decrease our variable
costs on a per unit basis and enable us to lovieegpfor customers.

Because we are able to turn our inventory quick#g,have a negative operating cycle that is a soofamsh flow?. On average, our hic
inventory velocity means we generally collect froor customers before our payments to suppliers amelnventory turnovémwas 18, 19,
and 16 for 2003, 2002, and 2001. We expect somabilty in inventory turnover over time since & affected by several factors, including
continuing focus on in-stock inventory availabilityur future investment in new geographies andyeblines, and the extent we choose to
utilize outsource fulfillment providers. Accountayable day$were 50, 52, and 49 at December 31, 2003, 2002260d. We expect some
variability in accounts payable days over time sitieey are affected by several factors, includimgrix of product sales, the mix of suppliers,
and changes in payment terms over time, includiegeffect of negotiating better pricing from ouppliers in exchange for shorter payment
terms.

Our spending in technology and content will inceeas we add computer scientists and software eagirie continue to improve our
process efficiency and enhance the customer exyerien our website. We believe that advances in technology, spedifithe speed and
reduced cost of processing power, the improvedwaes experience of the Internet outside of the wiade through lower cost broad-band
service to the home, and the advances of wirelasseactivity will continue to improve the consumeperience on the Internet and increase
ubiquity of computers in people’s live©ur challenge will be to continue to build and adgphnovative and efficient software that will best
take advantage of continued advances in technology.

1 Free cash flow is defined as net cash provideddeyaiing activities less purchases of fixed as#stfding capitalized intern-use
software and website development, both of whichpaesented on our statements of cash fl

2 The operating cycle is number of days of saleswemtory plus number of days of sales in accowetsivable minus accounts payable
days.

3 Inventory turnover is the quotient of cost of sateaverage inventory.

4 Accounts payable days, calculated as the quotfest@punts payable to cost of sales, multipliedHgynumber of days in the peric
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Finally, we want to emphasize that we do not beliéat our reported net income for the year endeddmber 31, 2003 should be vie
as a material positive event or should be considgmedictive of future results. As we discussemi8 of Part I, “Financial Statements and
Supplementary Data—Note 1—Description of Businedsfe&counting Policies—Foreign Currencie$idd it not been for our decision to se
intercompany balances denominated in foreign cwies) we would have reported a small net loss €32 Also, as our financial reporting
currency is the U.S. Dollar, our total revenue, fitcand free cash flow has significantly benefigath of the past two years from weakness in
the U.S. Dollar in comparison to the currencie®of faster-growing international websites. While bedieve that our increasing
diversification beyond the U.S. economy throughfast growing international businesses benefitsshareholders, it is important to evaluate
our growth rates after the effect of currency chesig-or example, although we grew 34% during 20@8Jing currency exchange constant
with the prior year our growth would have been 28#tthe future, this trend may reverse, and ourstdidated U.S. Dollar revenue growth
rates would be less than our local-currency grovétes.

For a description of, and additional informatioroat) each line item summarized below, refer to I1&of Part Il, “Financial Statements
and Supplementary Data—Note 1—Description of Bussrand Accounting Policies.”

Forward-Looking Statements

This Annual Report on Form 10-K includes forwdodking statements within the meaning of the Pev@ecurities Litigation Reform A
of 1995. All statements other than statementssibhical fact, including statements regarding induprospects and future results of operati
or financial position, made in this Annual Repantleorm 10-K are forwardboking. We use words such as anticipates, beliexsg=ects, futur
intends and similar expressions to identify forwkrdking statements. Forward-looking statementeceimanagement’s current expectations
and are inherently uncertain. Actual results calitfitr materially for a variety of reasons, inclodi among others, the rate of growth of the
economy in general and of the Internet and onloraroerce, customer spending patterns, world evir@gsamount that we invest in new
business opportunities and the timing of thosestments, the mix of products sold to customersptheof net sales derived from products as
compared with services, competition, risks of irteeyn management, the degree to which we enterciotomercial agreements and strategic
transactions and maintain and develop commerdiioaships, foreign exchange risks, seasonalitgrhational growth and expansion, and
risks of fulfillment, throughput, and productivityhese risks and uncertainties, as well as otkks and uncertainties that could cause our
actual results to differ significantly from managentis expectations, are described in greater det#fitm 1 of Part |, “Business—Additional
Factors That May Affect Future Results,” which,rajavith the following discussion, describes soma,rwt all, of the factors that could cause
actual results to differ significantly from managamtis expectations.

Critical Accounting Judgments

The preparation of financial statements in conftymiith GAAP requires estimates and assumptionsdffact the reported amounts of
assets and liabilities, revenues and expenseggetatdd disclosures of contingent assets and iliglsiin the consolidated financial statements
and accompanying notes. The SEC has defined a eofisperitical accounting policies as the ones #rat most important to the portrayal of
the company’s financial condition and results oéigtions, and which require the company to makeadst difficult and subjective judgments,
often as a result of the need to make estimatesatters that are inherently uncertain. Based andéfinition, we have identified the critical
accounting policies and judgments addressed b&Mmavalso have other key accounting policies, whistoive the use of estimates, judgments
and assumptions that are significant to understgnadliir results. For additional information see I@wf Part 11, “Financial Statements and
Supplementary Data—Note 1—Description of Businesk/Accounting Policies.” Although we believe thatr @stimates, assumptions, and
judgments are reasonable, they are based upomiafimn presently available. Actual results mayetifignificantly from these estimates ur
different assumptions, judgments, or conditions.
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Significant Accounting Policies
Revenue Recognitic

We recognize revenue from product sales or servaredered when the following four revenue recognitiriteria are met: persuasive
evidence of an arrangement exists, delivery hasroed to the carrier or services have been rengdéredelling price is fixed or determinable,
and collectibility is reasonably assured. Additibnaevenue arrangements with multiple deliveraldee divided into separate units of
accounting if the deliverables in the arrangemegginthe following criteria: (1) the delivered itdras value to the customer on a standalone
basis; (2) there is objective and reliable evidesfdde fair value of undelivered items; and (3)wey of any undelivered item is probable.

We evaluate the criteria outlined in Emerging Isstiask Force (“EITF”) Issue No. 99-1Reporting Revenue Gross as a Principal
Versus Net as an Agenin determining whether it is appropriate to rectite gross amount of product sales and related coshe net amount
earned as commissions. When we are the primargaih a transaction, are subject to inventory,rigkve latitude in establishing prices and
selecting suppliers, or have several but not ahe$e indicators, revenue is recorded gross. dineenot the primary obligor and amounts
earned are determined using a fixed percentagee@-payment schedule, or a combination of the tm@record the net amounts as
commissions earned.

Product sales, net of promotional discounts, rehated return allowances, are recorded when thdupts are shipped and title passes to
customers. Retail items sold to customers are mpad®iant to a sales contract that provides fostearof both title and risk of loss upon our
delivery to the carrier. Return allowances, whietiuce product revenue by our best estimate of ¢ag@roduct returns, are estimated using
historical experience.

We periodically provide incentive offers to our tarsers to encourage purchases. Such offers includent discount offers, such as
percentage discounts off current purchases, indeneoffers, such as offers for future discountgeszttio a minimum current purchase, and
other similar offers. Current discount offers, wtaatepted by our customers, are treated as a rexdtietthe purchase price of the related
transaction, while inducement offers, when acceptedur customers, are treated as a reductionrthpee price based on estimated future
redemption rates. Redemption rates are estimatad aar historical experience for similar inducereffers. Current discount offers and
inducement offers are presented as a net amouNeinsales.”

Commissions and per-unit fees received from thadypsellers and amounts earned through our Metatan program are recognized
when the item is sold by the third-party seller and collectibility is reasonably assured. We relcan allowance for estimated refunds on such
commissions using historical experience. We alsongkan allowance, using historical experience|dsses we incur on our payment guara
from disputes by customers against third-partyesell

Inventories

Inventories, consisting of products available f@lesare accounted for using the first-in first-6FO”) method, and are valued at the
lower of cost or market value. This valuation regsius to make judgments, based on currently-dlailaformation, about the likely method
of disposition, such as through sales to individuestomers, returns to product vendors or liquidtetj and expected recoverable values of eact
disposition category. Based on this evaluationreeerd a valuation allowance to adjust the carrgngunt of our inventories to lower of cost
or market value.

Currency Effect on Intercompany Balances

A provision of Statement of Financial Accountingusdards (“SFAS”) No. 5Foreign Currency Translationrequires that gains and
losses arising from intercompany foreign curremapgactions considered
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long-term investments, where settlement is notrdnor anticipated in the foreseeable future, lnduebed in the determination of net income.
Our international operations are financed, in gartthe U.S. parent company. Currency adjustmemtthEse intercompany balances were
historically recorded to equity as translation atijuents and not included in the determination dfmmme because we intended to
permanently invest such amounts. During the fogurter of 2003, we made the decision that thesmiata would be repaid among the
entities and, accordingly, upon consolidation axghange gain or loss arising from remeasuremeimtefcompany balances is required to be
recorded in the determination of net income. Tliectffor the fourth quarter of 2003 and the yeateshDecember 31, 2003 was to increase net
income by $36 million. The effect of this treatmevrgs very significant to our net income for theryaad for the quarter. Had we not changed
our intent as to the settlement of these intercom@alances, we would have had a net loss for 20@3our net income for the fourth quarter

of 2003 would have been reduced by almost 50%It8e8 of Part Il “Financial Statements and Sup@atary Data—Note 12—
Remeasurement of 6.875% PEACS and Other” for fudiseussion.

Restructuring Estimates

Restructurin-related liabilities include estimates for, amonigestthings, anticipated disposition of lease oligyes. Key variables i
determining such estimates include anticipatedniinaf sublease rentals, estimates of subleasd paytment amounts and tenant improven
costs, and estimates for brokerage and other detatsts. Additionally, we may determine that certsfithe office space previously vacated as
part of our 2001 restructuring, which we have beeable to sublease due to poor real estate maokeitons, may be necessary for our future
expansion needs. We periodically evaluate andeéersary, adjust our estimates based on currerdiiable information. If we elect to utilize
this office space, in accordance with SFAS No. Bfounting for Costs Associated with Exit or Disgldctivities, we will adjust our
restructuring-related liability and classify futysayments to “General and administrative” on thesotidated statements of operations.

Liquidity and Capital Resources

Our principal sources of liquidity are cash flonengrated from operations and our cash, cash equigaland marketable securities wi
were $1.40 billion, $1.30 billion, and $997 milliam December 31, 2003, 2002 and 2001. Additionally received cash from exercises of
employee stock awards of $163 million, $122 milliand $15 million in 2003, 2002, and 2001. We expleat stock award exercises will
decline as a source of cash as a result of ousidacio use restricted stock unit awards as oungmy form of stock-based compensation. At
December 31, 2003 and 2002, we held $764 milliah%898 million in foreign currencies, primarily B British Pounds, and Yen.

During 2003, our cash, cash equivalents, and mablkesecurities were utilized to redeem our 10%@ddiscount Notes due 2008
(“10% Senior Discount Notes”) and a portion of dur5% Convertible Subordinated Notes due 2009 §% Tonvertible Subordinated
Note¢”). Total redemption payments, including redemptiwamiums, totaled $483 million. See Item 8 of PlaftFinancial Statements and
Supplementary Data—Note 6—Long-Term Debt and Other.

Our operating cash flows result primarily from casbeived from our customers and third-party sglleffset by cash payments we make
to suppliers of products and services, employeepemsation, and interest payments on our long-tesioh obligations. Cash received from
customers and third-party sellers generally coordp to our net sales. Because our customers fiiimae credit cards to buy from us, our
receivables from customers settle quickly. Castl paminventory and transportation suppliers gemgrarresponds with cost of sales, adjusted
for increases or decreases in inventory and payabéts. We generally experience a net cash outfloring the first quarter of each year, as
pay suppliers for inventory that was purchasedsaid in the fourth quarter. At the end of 2003, veéd $294 million of products in
inventories, an increase of $91 million in compamiso the prior year. The increase in inventor@sesponds with our efforts to add product
categories, increase selection and availabilitydth existing and new product categories, take mdge of additional discounts offered to u:
suppliers, and the effect of foreign exchange ratdslitionally, our
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accounts payable at December 31, 2003 increaseti8i@on over the prior year end correspondingwitcreased sales volume.

Since our 6.875% PEACS, which are due in 2010darm@minated in Euros, our U.S. Dollar equivaletgriest payments fluctuate with
the Euro to U.S. Dollar exchange rate. In 2003 Ut Dollar weakened considerably relative toEeo resulting in higher U.S. Dollar
equivalent interest payments. Additionally, in 2008 began accruing interest on our 10% Senior Disthlotes and paid $2 million of inter
when we repaid the full principal amount. We alsadm interest payments of $3 million associated thigh$200 million partial redemption of
our 4.75% Convertible Subordinated Notes; this paytmvas otherwise scheduled to be paid in 2004civiently do not hedge our exposure
to foreign currency effects on our interest payraeatating to the 6.875% PEACS, and, as a resuftflactuations in the exchange rate will
have an effect on our interest expense. See ItefrPart Il, “Financial Statements and Supplemenkzaeta—Note 6—Long-Term Debt and
Other.”

Cash provided by (used in) investing activitiesresponds with our buying and selling of marketadeurities and purchases of fixed
assets, including internal-use software costs. @asVided by investing activities was $237 millidaring 2003, while cash used in investing
activities was $122 million and $253 million durig§02 and 2001. Our capital expenditures were $ltbm $39 million, and $50 million for
2003, 2002, and 2001. We believe our expendituresepairs and improvements are sufficient to kepfacilities and equipment in suitable
operating condition.

Cash provided by (used in) financing activitiessiets primarily of cash proceeds from exercisest@ék options, repayment of lorgrm
debt, and repayment of capital lease obligatiomshGised in financing activities was $332 milliamidg 2003 resulting primarily from
repayments of long-term debt obligations. Cash igexV by financing activities was $107 million dugif002 and 2001. We expect cash
proceeds from exercises of employee stock optiomnietline over time as we plan to continue issu@sgricted stock units as our primary
vehicle for employee stock-based awards.

In January 2004, our Board of Directors authoriaetébt repurchase program pursuant to which wefroaytime to time repurchase
(through open market repurchases or private traiosad, redeem, or otherwise retire up to an aggeegf $500 million of our outstanding
4.75% Convertible Subordinated Notes and 6.875%®&An addition to this debt repurchase progrant-eoruary 26, 2004, we will redeem
$150 million of our 4.75% Convertible Subordinatéates.

The following summarizes our principal contractcanmitments as of December 31, 2003 (in thousands):

2004 2005 2006 2007 2008 Thereafter Total

Restructurin-related commitments

Operating leases, net of estimated subl

income $ 9577 $ 499 $ 3421 $ 335 $ 2,691 $ 5300 $ 29,34

Other 897 30C — — — — 1,197
Restructurin-related commitment 10,47¢ 5,29¢ 3,421 3,35¢ 2,691 5,30( 30,54(
Other commitments

Debt principal and other (1)(. 3,01z 74 — — 24¢€ 1,931,16! 1,934,49:

Debt interest (1)(2 109,65¢ 109,65¢ 109,65¢ 109,65¢ 109,65¢ 144,51° 692,79°

Capital lease 1,67¢ 86¢ 341 — — — 2,88

Operating leases (. 51,49¢ 43,32 42,39: 39,10( 38,18: 131,04( 345,53!

Purchase obligations (: 187,88: — — — — — 187,88:
Other commitment 353,72¢ 153,92: 152,38¢ 148,75t 148,08: 2,206,71 3,163,59.
Total commitment: $364,20( $159,21¢ $155,80¢ $152,11: $150,77: $2,212,01° $3,194,13

(1) The principal payment due in 2010 and the annuatést payments due under our 6.875% PEACS flustiaded on the Euro/U.S. Dol
exchange ratio. At December 31, 2003, the Euro.8& Dollar exchange rate was 1.260. Du
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fluctuations in the Euro/U.S. Dollar exchange ratior principal debt obligation under this instrurhsince issuance has increased by
million through December 31, 2003. We cannot prtettie performance of the U.S. Dollar relative te Euro.

(2) See Item 8 of Part 1“Financial Statements and Supplementary —Note 1'—Subsequent Even”

(3) Pursuant to SFAS No. 1Accounting for Lease, lease agreements are categorized at their ilncea$ either operating or capital lea
depending on certain defined criteria. Althoughratiag leases represent obligations for us, putsiwaBFAS No. 13 they are not reflected
on the balance sheet. As of December 31, 2003 awe femaining obligations under operating leasesdaipment and real estate of $346
million. If we had applied to our equipment-relatgukrating leases the same convention used fotatégases, which, however, would not
be in accordance with GAAP, we would have recom@goroximately $76 million of additional assets aftigations on our balance sheet
at December 31, 200

(4) Consists of legally-binding commitments to hase inventory. Legally-binding commitments asdedavith non-inventory purchases are
not significant.

We believe that current cash, cash equivalentsyaarttetable securities balances will be sufficiermneet our anticipated operating cash
needs for at least the next 12 months. However pamjgctions of future cash needs and cash flo@sabject to substantial uncertainty. See
Item 1 of Part I, “Business—Additional Factors thédy Affect Future Results.” We continually evaleaipportunities to sell additional equity
or debt securities, obtain credit facilities froemdlers, repurchase common stock, pay dividendgeporchase, refinance, or otherwise
restructure our long-term debt for strategic reasmrto further strengthen our financial positiand our Board of Directors has authorized the
debt repurchase program discussed above). Thefsatklitional equity or convertible debt securitiesuld likely be dilutive to our
shareholders. In addition, we will, from time tmé&, consider the acquisition of, or investmentomplementary businesses, products, sen
and technologies, which might affect our liquidigguirements or cause us to issue additional equitiebt securities. We do not currently
have a line-of-credit, and there can be no assertrat lines-of-credit or other financing instrurtsewill be available in amounts or on terms
acceptable to us, if at all.

Results of Operations
Segment Operating Income (Lo

Years Ended December 31,

2003 2002 2001

(amounts in thousands
Segment Operating Income

North America $283,04! $179,66° $ 57,50:
International 78,19: 43t (102,50
Consolidatec $361,23¢ $180,10: $ (45,007
Year-over-year improvement:
North America 58% 212%
International 17,87¢ N/A
Consolidatec 101 N/A
Segment Operating Margin:
North America 9% 7% 2%
International 4 0 (15)
Consolidatec 7 5 (@)

The key drivers in the year-over-year improvemargggment operating income are revenue growth ficteacies in our fulfillment
process. Revenue growth was driven, in part, byetowg prices, including increased adoption by awsteamers of our free shipping offers.
Operating expenses in our North America and Intesnal segments increased $22 million and $61 amijlior 4% and 24% in 2003 in
comparison to the prior year. The increases in segmperating expenses were primarily related t@be costs, including fulfillment-related
costs for picking, packaging, and shipping our piaidl to customers, and credit card fees, offseelyctions in most other expense categories.
Segment operating expenses represented 18% andflitbsales for North America and Internationgsents, compared with 20% and 21%
in the prior year. The year-over-year
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declines in segment operating expenses as a pageeot net sales result from leveraging the fixest portion of our operations over increased
volume. See “Net Sales and Gross Profit” belowafiditional information about increases in our satdame.

In 2002, improvements in our income (loss) fromragiens over the prior year were also significamtfifected by the decline in
amortization charges, primarily relating to theuiegd adoption of SFAS No. 14&oodwill and Other Intangible Assetand lower
restructuring-related charges.

Net Sales and Gross Profit
Net sales information is as follows (in thousan

Years Ended December 31,

2003 2002 2001
Net Sales
North America
Media $2,269,47. $1,994,94! $1,810,17!
Electronics and other general merchan 878,51¢ 681,04 577,52
Other 110,42. 85,46" 72,63’
Total North Americe 3,258,41. 2,761,45 2,460,331
International
Media 1,779,471 1,103,66! 645,45!
Electronics and other general merchan 224,60t 65,871 16,13«
Other 1,20¢ 1,937 51C
Total Internationa 2,005,281 1,171,47 662,09
Consolidatec
Media 4,048,94: 3,098,61. 2,455,62
Electronics and other general merchan 1,103,12! 746,91¢ 593,65¢
Other 111,62t 87,40« 73,14°
Total consolidate! $5,263,69! $3,932,93i $3,122,43.
Net Sales Growth Rate
North America
Media 14% 10%
Electronics and other general merchan 29 18
Other 29 18
Total North Americe 18 12
International
Media 61 71
Electronics and other general merchan 241 30¢
Other (39) 28(
Total Internationa 71 77
Consolidatec
Media 31 26
Electronics and other general merchan 48 26
Other 28 19
Total Consolidate: 34 26
Consolidated Revenue Mix
Media 7% 79% 7%
Electronics and other general merchan 21 19 19
Other 2 2 2
Total Consolidate: 10C% 10C% 10C%

Revenue growth is due to increased demand, whishdwaen by increased selection, lower pricesudiclg from our free shipping
offers, and improved features and services avalablour websites, including
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our Amazon Marketplace and Merchant@ programs. Reeeimproved $232 million and $47 million in 2083 2002 in comparison to the
preceding years due to changes in foreign excheaige as the U.S. Dollar weakened. The future drafbur International segment, measi
in U.S. Dollars, may fluctuate significantly with@&nges in foreign exchange rates. See Item 1 of P&usiness—Additional Factors That
May Affect Future Results—We Have Foreign ExchaRgk.” We also anticipate that, as the revenue béser International segment
increases, the percentage growth rates in locateay will likely decline over time.

Sales of products by third-party sellers on our sitels continue to increase. Since revenues frosethales are recorded as a net amount,
they result in lower revenues but higher gross imarger unit, as there are no associated costsifadaswithin cost of sales, unless we perform
fulfillment services. To the extent product salgghird-party sellers continue to increase, wea@pdte improvement in gross margin, offset to
the extent we offer additional or broader priceuaibns, free shipping offers, and other promotions

Gross profit is as follows (in thousands):

Years Ended December 31

2003 2002 2001
Gross Profit
North America $ 866,66 $740,98! $657,22¢
International 390,50: 251,63 141,32¢
Consolidatec $1,257,16: $992,61¢ $798,55¢
Gross Profit Growth Rate
North America 17% 13%
International 55 78
Consolidatec 27 24
Gross Margin
North America 27% 27% 27%
International 19 21 21
Consolidatec 24 25 26

The increases in gross profit in comparison withghor years corresponds with increased reverftsgtdy our year-round free shipping
offers and lower prices for customers. Generally,gross margins fluctuate based on several fadatwtsiding our mix of sales during the ye
sales volumes by third-party sellers, competitivieipg decisions, changes in vendor pricing, andegal efforts to reduce prices for our
customers over time, as well as the extent to whighcustomers accept our free shipping offersséteee shipping offers reduce shipping
revenue as a percentage of sales and reduce @ mErgins on retail sales. In particular, we conord offering free super saver delivery in
the U.K. in 2003, and this decision decreased thesgmargins for our International segment. We voewshipping offers as an effective
marketing tool and intend to continue offering thé&mnoss profit in 2003 benefited $46 million in goanison to 2002 due to changes in foreign
exchange rates as the U.S. Dollar weakened.

Supplemental information about shipping resultsiollows (in thousands):

Years Ended December 31,

2003 2002 2001
Supplemental Information
Shipping Activity
Shipping revenu $ 372,00( $364,74¢ $357,32!
Net shipping cos (136,46%) (39,559 (19,169

We believe that offering low prices to our custosigrfundamental to our future success. One wagffee lower prices is through free-
shipping alternatives that result in a net costdan delivering products. We seek to
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offset these costs over time through achieving driglales volumes and better operating efficieranesby negotiating better terms with our
suppliers.

Fulfillment

Fulfillment costs were $477 million, $392 millioand $374 million for 2003, 2002, and 2001, repréagrd%, 10%, and 12% of n
sales. The increase in fulfillment costs in comg@miwith the prior year primarily relates to vat&abosts corresponding with sales volume and
our mix of product sales. The mix of product saffscts fulfillment costs per shipment based onatems in shape and weight of our produ
The improvement in fulfillment costs as a perceatafjnet sales results from improvements in praditgtand accuracy, the increase in units
fulfilled, which leverages the fixed-cost portiohaur fulfillment network, efficiencies gained thrgh utilization of fulfillment services
provided by third parties, a decline in customevise contacts per order resulting from improversentour operations, and enhancements to
our customer self-service features available onnmbrsites. These improvements were offset, in pgrtredit card fees associated with third-
party seller transactions, which represent a dianit percentage relative to commission amountseghtand as a result negatively affect
fulfilment as a percentage of net sales.

Marketing

Marketing expenses, net of co-operative marketaglursements, were $123 million, $125 million, &138 million for 2003, 2002,
and 2001, representing 2%, 3%, and 4% of net salésugh we do not expect them to do so, if corafiee marketing reimbursements
decline in future periods, we may incur additioegbenses to continue certain promotions or eledace or discontinue them.

We direct customers to our websites primarily tigtoa number of online marketing channels, including Syndicated Stores and
Associates programs, which enable associated veslisitmake our products available to their audiemdgth fulfillment performed by us.
Under these arrangements, we pay a sales commisiproduct sales, which is classified as “Markgtion our consolidated statements of
operations.

Declines in expense for marketing-related actigitieflect management efforts to cut ineffective kating programs, as well as reduced
rates charged to us for some online marketing iiev These decreases are partially offset byesmed investment in marketing channels
considered most effective in driving incremental saes, such as targeted online advertising threagious Web portals and our Associates
program. We expect absolute dollars spent in misgxeéd increase in 2004.

Technology and Content

Technology and content expenses were $208 miliaap million, and $241 million for 2003, 2002, a2@01, representing 4%, 5%, and
8% of net sales. The decline in absolute dollaensfor 2003 primarily reflects improved expensenagement and general price reductions in
most expense categories, offset by increases itogegrelated costs. The decline in absolute doBaent for 2002 primarily reflects our
migration to a technology platform that utilizekeas-costly technology infrastructure. We expesbélte dollars spent in technology and
content to increase during 2004 as we continuéréorhore computer scientists and software enginéersever as a percentage of net sale:
expect these costs to remain flat or possibly decli

General and Administrative

General and administrative expenses were $88 mjl@9 million, and $90 million for 2003, 2002, s2@01, representing 2% of r
sales for 2003 and 2002, and 3% of net sales fot 20/e generally expect administrative costs tosiase over time commensurate with the
increasing size and complexity of our busines2004, we expect ongoing general and administratsts to increase in absolute terms,
however as a percentage of net sales, we expese tosts to remain flat or possibly decline.
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Stock-Based Compensation

Stocl-based compensation was $88 million, $69 milliord &6 million for 2003, 2002, and 2001. In late 20@2 began issuing restric
stock units as our primary form of stock-based cengation. Previously, we primarily issued at-thenmostock options. In certain of our
foreign jurisdictions, we continue to grant stogkions.

At December 31, 2003, we had 30 million stock awardtstanding, including 25 million stock optiomdich had a weighted average
exercise price of $12.46; 4 million restricted stoaits; and 1 million shares of restricted sta€kmmon shares outstanding, which includes
restricted stock, plus shares underlying stockomgtiand restricted stock units, totaled 433 miladbmecember 31, 2003, flat with the prior
year. For additional information about our st-based compensation and awards, see Item 8 oflP&inancial Statements and
Supplementary Data—Note 1—Description of BusinegsAccounting Policies,” and “—Note 8—Stockholdebsficit.”

Amortization of Goodwill and Other Intangibles

Amortization of goodwill and other intangibles w&& million, $5 million, and $181 million for 2002002, and 2001. Goodwill is no
longer amortized, in accordance with GAAP, and dasethe current balance of intangibles, absentaalajtional investment, amortization of
intangibles will not be significant going forward.

Restructuring-Related and Other

Cash payments resulting from our January 2001 @ipegd restructuring were $26 million and $45 noilifor 2003 and 2002. Based on
currently available information, we estimate theaéning restructuring-related cash outflows willdsefollows (in thousands):

Leases Other Total

Years Ending December 2

2004 $ 9,57 $ 897 $10,47¢

2005 4,99¢ 30C 5,29¢

2006 3,421 — 3,421

2007 3,35¢ — 3,35¢

2008 2,691 — 2,691

Thereaftel 5,30( — 5,30(
Total estimated cash outflows ( $29,34: $1,197 $30,54(

(1) Cash flows are presented net of an estimated $B®min sublease rentals. At December 31, 2003waxe signed sublease agreem
totaling $15 million.

For additional information about our January 20p&rational restructuring, see Item 8 of Part lin&hcial Statements and
Supplementary Data—Note 10—Restructuring-RelatetiGtiner.”

Net Interest Expense

We generally invest our excess cash -rated or higher shc-to-intermediat-term fixed income securities and money market it
funds. Our interest income corresponds with theagesbalance of invested funds and the prevailitgsrwe are earning on them. The primary
components of our interest expense relate to dofridstruments. During 2003, we redeemed our 108t08®iscount Notes and we redeemed
a portion of our 4.75% Convertible Subordinated@sofAt December 31, 2003, our total long-term indebess was $1.95 billion. See ltem 8
of Part Il, “Financial Statements and SupplemenBaja—Note 6—Long-Term Debt and Other” and “—Note-i1Subsequent Events.”
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Other Income (Expense), Net

Other income (expense), net was a gain of $3 mikind $6 million for 2003 and 2002, and a lossdfillion in 2001. These amour

consist of gains on sales of marketable securiiase, foreign, and other taxes; and miscellanaon®perating gains and losses. See Item
Part Il, “Financial Statements and SupplementariaBd\ote 11—Other Income (Expense), Net” for addiéiloinformation.

Remeasurement of 6.875% PEACS and Other

(1)
(@)
3)

(4)

Remeasurement of 6.875% PEACS and other consittee &llowing (in thousands):

Years Ended December 31

2003 2002 2001

Foreigr-currency gain (loss) on 6.875% PEACS $(140,13() $(103,13f) $ 46,61
Loss on redemption of lo-term debt (2 (23,829 — —
Foreign currency effect on intercompany balancg 35,57« — —

Othel-thar-temporary impairments and other (1,27¢) 6,86: (48,759

Total remeasurement of 6.875% PEACS and ¢ $(129,66)) $ (96,279) $ (2,14))

Each period the remeasurement of our 6.875%C&E#om Euros to U.S. Dollars results in gainsosskes recorded to “Remeasurement
of 6.875% PEACS and otl” on our consolidated statements of operati

See Item 8 of Part |“Financial Statements and Supplementary —Note ¢—Long-Term Debt and Oth” for additional information o
repayments of lor-term debt in 200z

Represents the gain associated with the remeasotemhiatercompany balances due to changes indorekchange rates (See Item ¢
Part 1l “Financial Statements and Supplementanabdtiote 1—Description of Business and Accountingdied—Foreign Currenciey”
In future periods, remeasurement of intercompangrizes that remain outstanding will result in gaingosses being recorded to
“Remeasurement of 6.875% PEACS and (" on our consolidated statements of operati

Includes a $6 million loss relating to the tévation of our Euro Currency Swap in 2003. See I&aqai Part I, “Financial Statements and
Supplementary Data—Note 6—Long-Term Debt and Otf@mradditional information on the termination afrdcuro Currency Swap. As
a result of this termination, any fluctuationstie tEuro to U.S. Dollar exchange will have a greatgct on our interest expen:

Income Taxes

Subject to certain limitations, we have approxirhya$2.9 billion of net operating loss carryforwaittisit begin to expire at various times

starting in 2010. Approximately $1.6 billion of omet operating loss carryforwards relates to tadudgble stockhased compensation in exc

of amounts recognized for financial reporting pugm To the extent that net operating loss camdris, if realized, relate to stock-based
compensation, the resulting tax benefits will beorded to stockholders’ equity, rather than to itesaf operations. See Item 8 of Part I,
“Financial Statements and Supplementary Data—N8telhcome Taxes” for additional information.

Net Income (Loss)
Although we reported net income for the year er2izg@B, we believe that this net income result shooltbe viewed as a material

positive event and is not necessarily predictivlutire reported results for a variety of reaséis.example, had we not changed our intent as
to the settlement of the intercompany balancesdutie fourth quarter, we would have had a smalloss for the year and our net income for
the fourth quarter would have been reduced by alB@%. Additionally, we are unable to forecast éffifect on our future reported results of
certain items, including the stock-based compeosatssociated with variable accounting treatmedttha gain or loss associated with the
remeasurement of our 6.875% PEACS and intercompalayces that results from fluctuations in foregghange rates. These items
represented significant quarterly charges and ghinsg 2003 and may result in significant chargegains in future periods.
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Unearned Revenue

Unearned revenue was $38 million and $48 millioD@tember 31, 2003 and 2002. Unearned revenuesegisepayments received by
in advance of our service obligations. As we cargito structure our agreements to align the tinsingur cash receipts with the service
provided, we expect that, over time, balances ebuamed revenue may continue to decline. We betl@sdrend in unearned revenue is not
significant relative to the trend in our cash flogrsoperating results. See “Net Sales and Gros#t’Pabove.

Non-GAAP Financial Measures

Regulation G*Conditions for Use of N-GAAP Financial Measure” and other provisions of the Securities Exchangeofd934
(“1934 Act") define and prescribe the conditions éise of certain non-GAAP financial information. \Welieve that certain of our financial
measures which meet the definition of a non-GAARficial measure are important supplemental infaomab investors. We provide:
“consolidated segment operating income (loss),b“jmrma net income (loss),” “pro forma net earni(igss) per share,” and “free cash flow.”

We use these noBAAP financial measures for internal manageriappses, when publicly providing guidance on posdilifere results
and as a means to evaluate period-to-period cosgreri These non-GAAP financial measures are usaddition to and in conjunction with
results presented in accordance with GAAP. These@WAP financial measures should not be relied ujpaihie exclusion of GAAP financial
measures. These non-GAAP financial measures refteatditional way of viewing aspects of our operst that, when viewed with our
GAAP results and the accompanying reconciliatiansarresponding GAAP financial measures, provideoae complete understanding of
factors and trends affecting our business. Managéestengly encourages investors to review ourrfaia statements and publicly-filed
reports in their entirety and to not rely on anmygéé financial measure.

Because non-GAAP financial measures are not steizat, it may not be possible to compare thesenéiih measures with other
companies’ non-GAAP financial measures having #mesor similar names. For example, certain compatigelose a financial measure of
earnings before certain charges such as intesasts tdepreciation, and amortization, commonlyrreteto as EBITDA. We considered the use
of EBITDA as a supplemental performance measuf@A8P, but believe consolidated segment operatiognme (loss) and pro forma net
income (loss) are superior for our Company as tepariodic costs associated with our investedtesuch as fixed asset depreciation
expense and amortization of software developmestscand certain costs associated with our cagiitatture, such as interest expense, are
relevant and important factors affecting our mamaget decisions. For information about our financéslults as reported in accordance with
GAAP, see Item 8 of Part Il, “Financial Statemeatsl Supplementary Data.” For a quantitative rediaticin of our non-GAAP financial
measures to the most comparable GAAP financial oreassee “Reconciliation Tables” below.

Consolidated Segment Operating Income (Loss)
We measure operating results of our segments asinigternal performance measure of direct segmeartating expenses that excludes:
» Stoclk-based compensatio
» Amortization of other intangibles; ai
* Restructurin-related and othe
These operating expense line items are not allddateegment results, and all other centrally-iretioperating costs are fully allocated
to segment results. The sum of our individual segmesults is consolidated segment operating incgoss), which we reconcile to GAAP

operating income (loss). Pursuant to SEC staffimégations of Regulation G, when presented infimancial statement footnotes, consolide
segment
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operating income is a GAAP financial measure; havesince we also present this financial measutgidrithe context of our financial
statement footnotes, we have included this findmegasure in our discussion of non-GAAP financiglasures.

We use consolidated segment operating income (lasd)ratios based on it, to manage and evaluateusiness operations and overall
financial performance. Our management evaluatesdiolated segment income (loss) because it excleeigain cash and non-cash items that
are either beyond our immediate control or thabekeve are not characteristic of our underlyingibass operations for the period in which
they are recorded, or both.

Items Excluded From Consolidated Segment Oper#tiogme (Loss)

Stock-Based Compensation

We exclude stock-based compensation for the foligweasons:

» Stoclk-based compensation expense is excluded from amaidtoperating plans and measurement of finapeidbrmance, althoug
we consider the dilutive impact to our investoreewlawarding stoc-based compensation and value such awards accorg

» Stock-based compensation charges or gains ar-cash; anc

» The measurement of stock-based compensatiorigsndi@ed under a variety of methods depending erutiderlying award. These
methods include: (a) fixed accounting on stockaqgigranted at market prices, resulting in no carsggon expense, (b) variable
accounting on certain stock options and restristedk units, resulting in unpredictable chargegains beyond our control, and (c)
fixed accounting for certain restricted stock uniesulting in the estimated fair value of the avaacognized over the service peri

We record the employer portion of payroll tax exggm cash expense, resulting from exercises df-stased awards in “Fulfillment,”
“Marketing,” “Technology and content,” and “Genegald administrative” on our consolidated statemehtyperations and do not include such
expenses in “Stock-based compensation.”

Amortization of Other Intangibles

We exclude “Amortization of other intangibles” fitve following reasons:

» Amortization of other intangibles is excluded franr internal operating plans and measurement ahfiral performance

» Amortization of other intangibles is a r-cash charge to current operations;

» Amortization of other intangibles has diminishesd¢currently immaterial, and is scheduled to fultlycatize by the end of 200

Restructuring-Related and Other
We exclude restructuring-related and other expemwggish are cash and non-cash amounts, for thevigllg reasons:

» We have implemented only one restructuring eveouinhistory, which we announced in January 20ad,accordingly we believ
internally that this line item is not as importamtunderstanding our quarterly trends as otheritamas;

» Since we do not regularly have restructuringteglacharges, the exclusion of such charges froor periods provides better
comparability of our results of operations as vidwg management; ar

* Our restructurin-related and other charges have diminished, andekoeperiodic adjustments to our estimates thay tme require
from time to time, we do not currently expect toaw additional restructurii-related charges in the foreseeable fut
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Impairment of Goodwill

If, in the future, we incur impairment losses om gaodwill, such charges would be excluded fromsotidated segment operati
income (loss) since they would be non-cash, andmibte immediate control of management. We hagetetl to perform our annual analysis
during the fourth calendar quarter of each yearindaators of impairment were identified duringtyear ended December 31, 2003.

Limitations of Consolidated Segment Operating Ineghoss)

Consolidated segment operating income (loss) hasicdimitations. First, because it excludes “$tdased compensation,” the financial
measure does not include all expenses primarigted|to our workforce. We compensate for this ktiith by providing supplemental
information about stock-based compensation onahe &f our consolidated statements of operatiodsrathe footnotes to our financial
statements. We also provide supplemental informatitmout outstanding stock-based awards, includiaq dilutive effect on shareholders, in
the footnotes to our financial statements. See BahPart Il “Financial Statements and Supplemgrniata—Note 1-Bescription of Busine
and Accounting Policies” for presentation of owrcét-based compensation expense calculated on &stamdasis for all awards using the fair
value method as prescribed under SFAS No. A28punting for Stock-Based Compensatias well as total outstanding stock-based awards
and related activity.

Second, consolidated segment operating income) @ostudes “Restructuring-related and other.” Fampanies that periodically
undergo restructuring events, excluding such dosts performance measures could provide an incofmgi@gmmary of ongoing costs that
would affect future cash flows. However, we com@ador this limitation by disclosing cash flow rseees, including operating cash flow,
that incorporate all ongoing cash obligations aisged with our January 2001 restructuring eventlangroviding disclosure of future
estimated cash flows and remaining commitmentscéastsal with this event. See Item 8 of Part Il, ‘d&iicial Statements and Supplementary
Data—Note 6—Restructuring-Related and Oth&hére can be no assurance that we will not underakbther restructuring event in the fut
that would affect future cash flows. If we haveeatructuring event in the future, we will re-evdatiaur decision to exclude such charges from
our consolidated segment operating income (loss2dan those future facts and circumstances atithat

Pro Forma Net Income (Loss)

Pro forma net income (loss), including the relgiealforma net earnings (loss) per share, whichegencile to net income (loss) and net
earnings (loss) per share, excludes, in additidghedine items described above as excluded fronsaidated segment operating income (loss),
the following line items on our consolidated stades of operations:

* Remeasurement of 6.875% PEACS and of

» Equity in losses of equi-method investees, net; a

» Cumulative effect of change in accounting princi|

We use pro forma net income (loss), and ratiosdasdt, to manage and evaluate our business opesadnd overall financial
performance. Our decision to use this financial sneais due to the fact that pro forma net incolmgs] excludes certain cash and non-cash
items that are either beyond our immediate comtr@re not characteristic of our underlying bussngserations for the period in which they
recorded, or both.

Items Excluded From Pro Forma Net Income (LosS)

See“Consolidated Segment Operating Income (L—Items Excluded from Consolidated Segment Operdtingme (Los<” for an
explanation of “Stock-based compensation,” “Amatian of other intangibles,” “Restructuring-relat@ad other,” and “Impairment of
goodwill.”
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Remeasurement of 6.875% PEACS and Other

The majority of* Remeasurement of 6.875% PEACS and (" consists of gains or charges due to our quartertyeasurement of tt
principal of our 6.875% PEACS from Euros to U.SlIBxs. We exclude the effect of these periodic rasaeements from our pro forma net
income (loss) because the ultimate cash effecttiegdrom changes in exchange rates is inheramtlyertain. These gains or charges would
only affect near-term cash flows if we redeem wGeértain cases, restructure, our 6.875% PEACBemeéxt several years, rather than over a
longer term or at maturity in 2010. Because thésgges and gains vary based on exchange ratesdretiieeU.S. Dollar and Euro, these
amounts are beyond our immediate control and dfiewdi to predict for future periods.

Additionally, we exclude gains or charges assodiatith remeasurements of foreign-currency denoreshaitercompany balances. We
exclude these amounts because they are beyonthmediate control and are difficult to predict fature periods.

This line item also includes $24 million of lossesociated with the redemption of our 10% Senisc®int Notes and a portion of our
4.75% Convertible Subordinated Notes and $6 miliblosses associated with the termination of aunoECurrency Swap.

Equity in Losses of Equity-Method Investees, Net

We exclude equity in losses of eqi-method investees, net, because it generates ateat-cash gains or losses, which are based c
financial results of other companies that we domahage or control and are difficult to predictatidition, we believe these non-cash gains
and losses are not indicative of our financial perating performance. Finally, in recent quartdrese amounts represented insignificant
charges and, absent future investments, we expisdrénd to continue.

Cumulative Effect of Change in Accounting Principle

We exclude cumulative effect of change in accogngirinciple because it generates re@sh charges, which we believe are not indici
of our financial or operating performance.

Limitations of Pro Forma Net Income (Loss)

Pro forma net income (loss) has the same limitatamsconsolidated segment operating income. Serstidated Segment Operating
Income (Loss)—Limitations of Consolidated Segmepefting Income (Loss)” above. In addition, whes 81875% PEACS are retired,
whether by early redemption or restructuring, amaturity in 2010, the foreign currency effect bhages in the exchange ratio between the
U.S. Dollar and the Euro will result in a cash efféVe compensate for this limitation by disclosthg effect of currency movements on our
6.875% PEACS on our consolidated statements ofatipes and presenting the fair value of our 6.8 FEACS in the notes to our financial
statements. See Item 8 of Part I, “Financial $tesets and Supplementary Data—Note 6—Long-Term BettOther.”

Free Cash Flow

Free cash flow, which we reconcile“Net cash provided by (used in) operating activj” is cash flow from operations reduced
“Purchases of fixed assets, including internalsdévare and website development.” We use free flagh and ratios based on it, to conduct
and evaluate our business because, althoughiimisusto cash flow from operations, we believésih more conservative measure of cash f
since purchases of fixed assets are a necessapocemt of ongoing operations. In limited circumstgswhere proceeds from sales of fixed
assets exceed purchases, free cash flow would @xesé flow from operations. However, since we doamticipate being a net seller of fixed
assets, we expect free cash flow to be less tharatipg cash flows.
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Limitations of Free Cash Flow

Free cash flow has limitations due to the fact ihdbes not represent the residual cash flow alb#lfor discretionary expenditures. |
example, free cash flow does not incorporate paysmaade on capital lease obligations. Thereforehelieve it is important to view free cash
flow as a complement to our entire consolidatetestants of cash flows.

Full year and corresponding quarterly consolidagiment operating income, and certain cash floarinétion for 2003, 2002 and 2001,
were as follows (in thousands):

Year Ended December 31, 200

Fourth Third Second First
Full Year Quarter Quarter Quarter Quarter
Consolidated segment operating incc $ 361,23t $152,93¢ $ 73,65: $ 67,18¢ $ 67,46(
Pro forma net incom $ 256,02: $124,97¢ $ 48,427 $ 42,26¢ $ 40,34¢
Consolidated segment operating income as a pegenfanet
sales 7% 8% 6% 6% 6%
Pro forma basic earnings per sh $ 0.6t $ 031 $ 0.1z $ 0.11 $ 0.1
Pro forma diluted earnings per sh $ 0.6] $ 02 $ 0.1 $ 0.1 $ 0.1
Weighted average shares used in computation diopnae
basic earnings per she 395,47¢ 401,42: 397,91. 393,87t 388,54
Weighted average shares used in computation diopnza
diluted earnings per sha 419,35 425,21« 422,80: 418,13¢ 411,09:
Net cash provided by (used in) operating activi $ 392,02: $480,96. $ 36,811 $ 126,02: $(251,78))
Net cash provided by (used in) investing activi 236,65 93,48¢ (60,012 233,66¢ (30,499
Net cash provided by (used in) financing activi (331,98¢) (177,247 37,79¢ (227,87¢) 35,33«
Year Ended December 31, 2002
Fourth Third Second First
Full Year Quarter Quarter Quarter Quarter
Consolidated segment operating incc $ 180,10: $101,95¢ $ 27,49: $ 25,99 $ 24,65¢
Pro forma net income (los $ 66,48" $ 7538. $ 35: $ (4,409 $ (4,839
Consolidated segment operating income as a pegenpfanel
sales 5% 7% 3% 3% 3%
Pro forma basic earnings (loss) per st $ 0.1¢ $ 020 $ o0.0c $ (0.0) $ (0.0
Pro forma diluted earnings (loss) per sk $ 017 $ 01¢ $ o0.0C $ (0.0) $ (0.0)
Weighted average used in computation of pro foramd
earnings (loss) per she 378,36 383,70: 379,65( 376,93 373,03:
Weighted average shares used in computation diopnae
diluted earnings (loss) per sh: 399,65t 407,05¢ 398,36: 376,93 373,03:
Net cash provided by (used in) operating activi $ 174,29: $372,57¢ $ 38,10¢ $ 4,637 $(241,03)
Net cash provided by (used in) investing activi (121,689 (36,279 11,08: (93,98) (2,50€)
Net cash provided by financing activiti 106,89: 62,70: 1,912 39,43« 2,84¢
Year Ended December 31, 200
Fourth Third Second First
Full Year Quarter Quarter Quarter Quarter
Consolidated segment operating income (I $ (45,009 $ 58,68(  $(27,07) $ (28,009 $ (48,60))
Pro forma net income (los $(157,03)) $ 34,78t  $(58,00%) $ (57,529 $ (76,28))
Consolidated segment operating income (loss) &s@eptage
of net sale: (D% 5% (4)% (4)% (7%
Pro forma basic earnings (loss) per st $ (049 $ 00 $ (0.1¢ $ (0.1¢ $ (0.2)
Pro forma diluted earnings (loss) per sk $ (049 $ 00 $ (0.1¢ $ (0.1¢ $ (0.2)
Weighted average shares used in computation diopnza
basic earnings (loss) per shi 364,21: 371,42( 368,05: 359,75. 357,42
Weighted average shares used in computation diopnae
diluted earnings (loss) per sh: 364,21 384,04! 368,05: 359,75 357,42
Net cash provided by (used in) operating activi $(119,78) $349,12(  $(64,409) $ 2,48t $(406,98,)
Net cash provided by (used in) investing activi (253,29 (232,630) (95,019 29,80: 44,55!
Net cash provided by (used in) financing activi 106,88: (2,399 94,46¢ 3,55( 11,25¢
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The following is a reconciliation of our NndABAAP measures to the most comparable GAAP measur@903, 2002, and 2001. Quarte
reconciliations are consistent with full-year prasgion.

Net sales
Cost of sale:

Gross profil

Operating expense
Fulfillment
Marketing
Technology and conte
General and administratiy
Stocl-based compensatic
Amortization of goodwill and other

intangibles

Restructurin-related and othe

Total operating expens:

Income (loss) from operatiol

Interest incoms

Interest expens

Other income (expense), r

Remeasurement of 6.875% PEACS and
other

Total non-operating
expenses, ne

Income (loss) before equity in losses of
equity-method investee

Equity in losses of equity-method investees,

Net

Income (loss) before change in accounting

principle

Cumulative effect of change in accounting

principle

Net income (loss

Year Ended December 31, 200

Year Ended December 31, 200

Year Ended December 31, 200

38

As As As
Reported Pro Reported Pro Reported Pro
1) Adjustments Forma 1) Adjustments Forma 1) Adjustments Forma
(in thousands (in thousands (in thousands
$5,263,69' $ — $5,263,69! $3,932,93 $ . $3,932,93 $3,122,43. $ — $3,122,43:
4,006,53. — 4,006,53. 2,940,31 — 2,940,31 2,323,87! — 2,323,87!
1,257,16: — 1,257,16: 992,61¢ — 992,61¢ 798,55¢ — 798,55¢
477,03. — 477,03. 392,46 — 392,46 374,25( — 374,25(
122,78 — 122,78 125,38: — 125,38: 138,28 — 138,28
207,80¢ — 207,80¢ 215,61 — 215,61 241,16! — 241,16!
88,30: — 88,30: 79,04¢ — 79,04¢ 89,86: — 89,86:
87,75 (87,75)) — 68,927 (68,927) — 4,637 (4,637) —
2,752 (2,752) — 5,47¢ (5,47¢) — 181,03¢ (181,03)) —
14C (140 — 41,57: (41,577 — 181,58t (181,589 —
986,57: (90,647) 895,93( 928,49: (115,97%) 812,51t 1,210,81! (367,259 843,56(
270,59! 90,64: 361,23(2) 64,12¢ 115,97¢ 180,10:(2) (412,25)) 367,25! (45,009)(2)
21,95¢ — 21,95¢ 23,68 — 23,68’ 29,10: — 29,10:
(129,979 — (129,979 (142,924 — (142,924 (139,23) — (139,23)
2,80¢ — 2,80¢ 5,62% — 5,62 (1,900 — (1,900
(129,66:) 129,66: — (96,279) 96,27¢ — (2,14) 2,141 —
(234,87°) 129,66: (105,21¢) (209,88 96,27: (113,61} (114,170 2,141 (112,029
35,71¢ 220,30« 256,02: (145,764 212,25: 66,48’ (526,42)) 369,39t (157,03))
(43€) 43€ — (4,169) 4,16¢ — (30,32)) 30,327 —
35,28: 220,74( 256,02: (149,93)) 216,42( 66,48’ (556,75 399,72 (157,03))
— — — 801 (801) — (10,529 10,52 —
$ 3528 % 220,74( $ 256,02: $ (149,13) $ 215,61¢ $ 66,48 $ (567,27) $ 410,24t $ (157,03)
I I I I I I
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Basic earnings (loss) per sha
Prior to cumulative effect of
change in accounting
principle
Cumulative effect of change in
accounting principle

Diluted earnings (loss) per sha
Prior to cumulative effect of
change in accounting
principle
Cumulative effect of change in
accounting principle

Weighted average shares used in
computation of earnings (loss) per
share:

Basic

Diluted

Net cash provided by (used in) operat
activities

Purchases of fixed assets, including
internal-use software and Website
developmen

Free cash flov

Net cash provided by (used in) invest
activities

Net cash provided by (used in) financ
activities

Year Ended December 31, 200

Year Ended December 31, 200

Year Ended December 31, 200

As As As
Reported(1) Pro Reported(1) Pro Reported(1) Pro
Adjustments Forma Adjustments  Forma Adjustments Forma
(in thousands (in thousands) (in thousands
$ 0.0¢ $ 0.5€ $ 06t % 0.40) $ 05¢ $ 0.1¢$ (159 $ 1.1C $ (0.4
— — — 0.01 (0.03) — (0.09) 0.0z —
$ 0.0¢ $ 0.5€ $ 06 % 039 $ 057% 0.1¢$ (1.56) $ 1.1z $ (0.4
$ 0.0¢ $ 0.52 $ 0618$% 0.40) $ 057% 017 % (153 $ 1.1C $ (0.4
— — — 0.01 (0.03) — (0.09) 0.02 —
$ 0.0¢ $ 0.52 $ 0618$% 039 % 05€% 017 % (1.56) $ 1.1z $ (0.4
I I L= |} L~ ;& ] I I
395,47 395,47¢ 378,36: 378,36: 364,21: 364,21:
I I
419,35:. 419,35:. 378,36: 399,65t 364,21: 364,21:
I L= |} L= |} I
$ 392,02: $174,29: $(119,78:)
(45,967) (39,169) (50,32)
$ 346,05¢ $135,12¢ $(170,107)
I I I
$ 236,65. $(121,68.) $(253,29,)
I I I
$(331,98) $ 106,89: $ 106,88:
I I I

(1) In accordance with accounting principles generadigepted in the United Stat:

(2) Consolidated segment operating inco
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Guidance

First quarter of 2004 net sales are expected tiebgeen $1.39 billion and $1.49 billion, or growveeen 28% and 38%. For the full ye
2004, net sales are expected to be between $6l20 lsind $6.70 billion. However, any such projecs are subject to substantial uncertainty.
See Item 1 of Part |, “Business—Additional Factbhat May Affect Future Results.”

Assuming among other things, and solely for purpadehis estimate, that we do not record any femgsto our restructuring-related
estimates and that the closing price of our comstook on March 31, 2004 and December 31, 2004:istical to the closing price of $52.62
on December 31, 2003, operating income for the djuarter of 2004 is expected to be between $8omihnd $100 million, and, for the full
year of 2004, to be between $355 million and $4%5am. However, any such projections are subjectubstantial uncertainty. See ltem 1
Part I, “ Business—Additional Factors That May Affé&uture Results.” In addition, our GAAP operatprgjections are based on an
assumption about our future stock price performawtéch is required to estimate stock-based comgt@rsand is difficult to accurately
predict.

First quarter of 2004 consolidated segment opagaticome is expected to be between $95 million®iitb million. For the full year
2004, consolidated segment operating income isaegddo be between $430 million and $530 millioowéver, any such projections are
subject to substantial uncertainty. See Item laof P “Business—Additional Factors That May Affdatture Results.”

Iltem 7A. Quantitative and Qualitative Disclosure About Mark&isk
We are exposed to market risk for the effect cdrist rate changes, foreign currency fluctuatiand,changes in the market values of
investments.

Information relating to quantitative and qualitatigdisclosure about market risk is set forth belod @ Iltem 7 of Part I, “Management’s
Discussion and Analysis of Financial Condition &webults of Operations—Liquidity and Capital Resestt

Interest Rate Risk

Our exposure to market risk for changes in interatsts relates primarily to our investment portf@nd our lon-term debt. All of oul
cash equivalent and marketable fixed income séesifétre designated as available-for-sale and, diexgy, are presented at fair value on our
balance sheets. We generally invest our excessitasiated or higher short- to intermediate-teirefl income securities and money market
mutual funds. Fixed rate securities may have tla@imarket value adversely affected due to airisaterest rates, and we may suffer losses in
principal if forced to sell securities that havelieed in market value due to changes in interasts:
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The following table provides information about @ash equivalent and marketable fixed income seéesyiincluding principal cash flows
by expected maturity and the related weighted gyeehaterest rates at December 31, 2003. Amounts a®follows (in thousands, except
percentages):

E_stimated
Thereafter ggge\ﬁgg gg
2004 2005 2006 2007 2008 Total 2003
Commercial paper and sh-term
obligations $675,06: $ — $ — $ — $— $ — $675,06: $ 675,06:
Weighted average interest ri 2.0(% — — — — — 2.0(%
Certificates of depos 27,39¢ — — — — — 27,39¢ 27,39¢
Weighted average interest ri 2.0(% — — — — — 2.0%
Corporate notes and bon 11,28( 2,00¢ 8,52( 2,33( — — 24,13( 24,99°
Weighted average interest ri 1.3%% 1.51% 1.9¢% 1.9¢0 — — 1.6&%
Asse-backed and agency securit 20,70( 18,87¢ 30,37( 14,44( — — 84,38t 85,69:
Weighted average interest ri 1.22% 1.88% 2.02% 232% — — 1.82%
Treasury notes and bon 4,00( 6,751 95,77( 37,60( — — 144,12: 145,77¢
Weighted average interest ri 1.12% 1.5% 1.5(% 21% — — 1.9¢%
Cash equivalents and marketa
fixed-income securitie $738,43t $27,62¢ $134,66( $54,37( $— $ $955,09: $ 958,92:

The following table provides information about @ash equivalent and marketable fixed income séesyriincluding principal cash flows
by expected maturity and the related weighted aeenaterest rates at December 31, 2002. Amountasafellows (in thousands, except
percentages):

Estimated
Fair Value at
December 31
2003 2004 2005 2006 2007  Thereafter Total 2002
Commercial paper and sh-term
obligations $437,36: $ — $ — $ — $— $ — $437,36: $ 437,36:
Weighted average interest
rate 2.1% — — — — — 2.1%
Certificates of depos 22,32¢ — — — — — 22,32¢ 22,32t
Weighted average interest
rate 3.1% — — — — — 3.1%
Corporate notes and bon 2,74¢ 26,61¢ 13,49: — — — 42,85¢ 42,94:
Weighted average intere
rate 2.0€% 1.7%% 2.24% — — — 1.9%%
Asset-backed and agency
securities 20,57: 175,33( 115,60! — — 4,95:¢ 316,46( 316,71!
Weighted average interest
rate 2.0% 1.48% 2.1% — — 6.71% 1.8%
Treasury notes and bon 9,32( 105,38¢ 37,83 22,14 — — 174,67¢ 174,72¢
Weighted average interest
rate 1.42% 1.48% 1.91% 21(% — — 1.62%
Cash equivalents and marketa
fixed-income securitie $492,32¢ $307,33! $166,92¢ $22,14: $— $ 4,95 $993,68:! $ 994,07:
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At December 31, 2003, we have long-term debt 3% billion primarily associated with our 6.875% PE3 and 4.75% Convertible
Subordinated Notes, which are due in 2010 and 2008 payment commitments associated with theseidststtments are fixed during the
corresponding terms and are comprised of periodérést payments and principal payments at maturitg market value of our lortgrm deb
will fluctuate with movements of interest rates;rimasing in periods of declining rates of inteegsd declining in periods of increasing rates of
interest. Based upon quoted market prices, thevéaire of the 6.875% PEACS was $870 million andi$stlion at December 31, 2003 and
2002, and the fair value of the 4.75% Convertihle@dinated Notes was $1.06 billion (principal Ingka of $1.05 billion) and $925 million
(principal balance of $1.25 billion) at December 2003 and 2002.

Foreign Exchange Risk

During 2003, net sales from our International seginfeonsisting ofvwww.amazon.co.uk, www.amazon.de, www.amazandr,
www.amazon.co.jpaccounted for 38% of our consolidated revenues.sidles and related expenses generated fromiedsites, as well as
those relating tovww.amazon.caare denominated in the functional currenciehefdorresponding websites, and include Euros,dBriti
Pounds, Yen, and Canadian Dollars. The functionakocy of our subsidiaries that either operateupport these websites is the same as the
corresponding local currency. The results of openatand certain of our intercompany balances &ssotwith our internationally-focused
websites are exposed to foreign exchange rateufitions. Upon translation, net sales and otheratipey results may differ materially from
expectations, and we may record significant tralimagains or losses on the remeasurement of mt@pany balances. As a result of
fluctuations in foreign exchange rates during 206&rnational segment revenues improved $226aniléind our operating results improved
$15 million in comparison with the prior year.

We have foreign exchange risk related to foreignedeinated cash, cash equivalents, and marketatlgites (“foreign funds”). Based
on the balance of foreign funds at December 31320%764 million, an assumed 5%, 10%, and 20% tigyaurrency movement would res
in fair value declines of $38 million, $76 millioand $153 million. All investments are classified“available for sale,” as defined by SFAS
No. 115,Accounting for Certain Investments in Debt and BgSiecurities.

We have foreign exchange risk related to our 6.8PRACS, which have an outstanding principal balarf@90 million Euros ($870
million, based on the exchange rate as of Dece®he2003). Based on the outstanding 6.875% PEA@Sisipal balance, an assumed 5%,
10%, and 20% weakening of the U.S. Dollar in relatio the Euro would result in losses of approxaha$43 million, $87 million, and $174
million, recorded to “Remeasurement of 6.875% PEAGS other.” We are not hedged on interest paymerder our 6.875% PEACS.
Assuming the U.S. Dollar weakens against the Eyrd%, 10%, and 15% in 2004, we would incur $2 miili $4 million, and $6 million
additional interest expense due solely to flucaratiin foreign exchange.

Investment Risk

As of December 31, 2003, our recorded basis intggeicurities was $23 million, including $9 millietessified a“ Marketable
securities” and $15 million classified as “Otheuiyg investments.” We regularly review the carrywejue of our investments and identify and
record losses when events and circumstances ieditat such declines in the fair value of suchtadsslow our accounting basis are other-
than-temporary. During 2003, we recorded impairnesges totaling $2 million, compared to $8 milliduring the year ended December 31,
2002, to write-down several of our equity secusitie fair value. The fair values of our investmearts subject to significant fluctuations due to
volatility of the stock market and changes in gaheconomic conditions. Based on the fair valuthefpublicly-traded equity securities we
held at December 31, 2003 of $86 million (recortesdis of $16 million), an assumed 15%, 30%, and &@%rse change to market prices of
these securities would result in a correspondirgljein total fair value of approximately $13 nol, $26 million and $43 million.
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT AUDITORS

The Board of Directors and Stockholders
Amazon.com, Inc.

We have audited the accompanying consolidated balsimeets of Amazon.com, Inc. as of December 313 26d 2002, and the related
consolidated statements of operations, stockhdldefiit and cash flows for each of the three gaarthe period ended December 31, 2003.
Our audits also included the financial statemehedale listed at Item 15(a)(2). These financiaiesteents and schedule are the responsibili
the Company’s management. Our responsibility exjaress an opinion on these financial statementselmedule based on our audits.

We conducted our audits in accordance with audgiagdards generally accepted in the United Statesse standards require that we
plan and perform the audit to obtain reasonablerasse about whether the financial statementsraeedf material misstatement. An audit
includes examining, on a test basis, evidence stipgdhe amounts and disclosures in the finarstilements. An audit also includes asse:
the accounting principles used and significanhests made by management, as well as evaluatirgy#érall financial statement presentation.
We believe that our audits provide a reasonablis f@sour opinion.

In our opinion, the financial statements referre@love present fairly, in all material respedts,¢donsolidated financial position of
Amazon.com, Inc. at December 31, 2003 and 2002ttedonsolidated results of its operations andah flows for each of the three years in
the period ended December 31, 2003, in conformitly accounting principles generally accepted intimited States. Also, in our opinion, the
related financial statement schedule, when consitligr relation to the basic financial statemerkenaas a whole, presents fairly in all material
respects the information set forth therein.

As discussed in Note 1 to the consolidated findrste&iements, the Company adopted the full promsiof Statement of Financial
Accounting Standards No. 141, Business Combinatiamd No. 142, Goodwill and Other Intangible Asseffective January 1, 2002. The
Company also adopted Statement of Financial Aceogr8tandards No. 133, Accounting for Derivativettnments and Hedging Activities,
effective January 1, 2001. In addition, as discdisséNote 1 to the consolidated financial statersgeffective January 1, 2002, the Company
prospectively changed its inventory costing mettwthe first-in first-out method of accounting.

/s/ ERNST& Y OUNGLLP

Seattle, Washington

January 23, 2004,

except for the last two paragraphs of Note 6 antb NG,
as to which the date is January 27, 2004
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AMAZON.COM, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Years Ended December 31

2003 2002 2001
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOI $ 738,25. $ 540,28 $ 822,43!
OPERATING ACTIVITIES:
Net income (loss 35,28: (149,13) (567,27)
Adjustments to reconcile net income (loss) to reshcprovided by (used in) operati
activities:
Depreciation of fixed assets, including websiteedlepment costs, and other
amortization 75,55¢ 82,27 84,70¢
Stoclk-based compensatic 87,75 68,92° 4,631
Equity in losses of equi-method investees, n 43€ 4,16¢ 30,321
Amortization of goodwill and other intangibl 2,752 5,47¢ 181,03
Non-cash restructurir-related and othe — 3,47( 73,29:
Gain on sale of marketable securities, (9,599 (5,700 (1,33
Remeasurement of 6.875% PEACS and other (See I9p 129,66 96,27: 2,141
Non-cash interest expense and ot 12,91¢ 29,58¢ 26,62¢
Cumulative effect of change in accounting princ — (801) 10,52
Changes in operating assets and liabilit
Inventories (76,78¢) (51,309 30,62¢
Accounts receivable, net and other current a 30E (32,949 20,73:
Accounts payabl 167,73: 156,54: (44,439
Accrued expenses and other current liabili (25,740 4,491 50,03
Additions to unearned reven 101,64: 95,40« 114,73t
Amortization of previously unearned rever (111,74 (135,46¢) (135,809
Interest payabl 1,85( 3,027 (345
Net cash provided by (used in) operating activi 392,02. 174,29: (119,78)
INVESTING ACTIVITIES:
Sales and maturities of marketable securities aéimel anvestment 813,18« 553,28¢ 370,37
Purchases of marketable securi (535,64 (635,81() (567,15)
Purchases of fixed assets, including inte-use software and website developrr (45,967 (39,169 (50,32)
Proceeds from sale of subsidiary and o 5,072 — —
Investments in equi-method investees and other investm: — — (6,19¢)
Net cash provided by (used in) investing activi 236,65 (121,68, (253,299
FINANCING ACTIVITIES:
Proceeds from exercise of stock options and ¢ 163,32: 121,68t 16,62¢
Proceeds from issuance of common stock, net oarg=micost — — 99,83
Proceeds from lor-term debt and othe — — 10,00(
Repayment of lor-term debt, capital lease obligations, and o (495,309 (14,795 (19,579
Net cash provided by (used in) financing activi (331,984 106,89 106,88:
Foreigr-currency effect on cash and cash equival 67,33: 38,47 (15,959
Net increase (decrease) in cash and cash equis 364,01¢ 197,97: (282,15)
CASH AND CASH EQUIVALENTS, END OF PERIOI $1,102,27. $ 738,25¢ $ 540,28:
SUPPLEMENTAL CASH FLOW INFORMATION
Fixed assets acquired under capital leases andfaihacing arrangemen $ 2,67 $ 3,02t $ 5,59i
Stock issued in connection with minority investm — — 5,00(C
Cash paid for intere: 119,94 111,58¢ 112,18
Cash paid for income tax 1,82¢ 1,44¢ 4,45¢

See accompanying notes to consolidated finanassients.
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AMAZON.COM, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share data)

Net sales
Cost of sale:

Gross profi
Operating expense
Fulfillment
Marketing
Technology and conte
General and administrati
Stocl-based compensation (
Amortization of goodwill and other intangibl
Restructurin-related and othe

Total operating expens:

Income (loss) from operatiol

Interest incom:

Interest expens

Other income (expense), r

Remeasurement of 6.875% PEACS and other (See I9p

Total nor-operating expenses, r

Income (loss) before equity in losses of ec-method investee
Equity in losses of equi-method investees, n

Income (loss) before change in accounting princ
Cumulative effect of change in accounting princ

Net income (loss

Basic earnings (loss) per sha
Prior to cumulative effect of change in accountimipciple
Cumulative effect of change in accounting princ

Diluted earnings (loss) per sha
Prior to cumulative effect of change in accountimigciple
Cumulative effect of change in accounting princ

Weighted average shares used in computation ofregrloss) per shar

Basic

Diluted

(1) Components of sto-based compensatio

Fulfillment

Marketing

Technology and conte
General and administrati

Years Ended December 31

2003 2002 2001
$5,263,60'  $3,932,93  $3,122,43:
4,006,53, 2,940,31! 2,323,87!
1,257,16: 992,61 798,55
477,03 392,46 374,25
122,78° 125,38! 138,28
207,80 215,61 241,16t
88,30: 79,04¢ 89,86
87,75 68,92 4,63
2,75: 5,47¢ 181,03
14C 41,57 181,58t
986,57: 928,49 1,210,81!
270,59 64,12 (412,25)
21,95¢ 23,681 29,10:
(129,979 (142,929 (139,23
2,80¢ 5,62: (1,900)
(129,66 (96,279 (2,14)
(234,87) (209,88 (114,17()
35,71¢ (145,76 (526,42)
(436€) (4,169) (30,327
35,28: (149,93) (556,75
— 801 (10,527)
$ 3528.  $(149,13)  $ (567,27)
$ 00¢ $ (040 $ (159
— 0.01 (0.0%)
$ 00¢ $ (039 $ (156
$ 006 $ (040 $ (159
— 0.01 (0.09)
$ 006 $ (039 $ (156
395,47 378,36 364,21
419,35: 378,36 364,21
$17,96( $12,12¢ $ 481
4,96¢ 4,23¢ 69C
49,55¢ 35,92¢ 2,72z
15,26¢ 16,63¢ 747



$87,75! $68,92' $4,631

See accompanying notes to consolidated financigstents.
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Current asset:

AMAZON.COM, INC.

CONSOLIDATED BALANCE SHEETS
(in thousands, except per share data)

ASSETS

Cash and cash equivalel

Marketable securitie

Inventories

Accounts receivable, net and other current a:

Total current asse

Fixed assets, ni

Goodwill, net

Other intangibles, n¢
Other equity investmen

Other asset

Total asset

LIABILITIES AND STOCKHOLDERS DEFICIT

Current liabilities:
Accounts payabl
Accrued expenses and other current liabili
Unearned revent
Interest payabl
Current portion of lon-term debt and othe

Total current liabilities
Long-term debt and othe

Commitments and contingenci

Stockholder deficit:
Preferred stock, $0.01 par vah
Authorized share—500,00C
Issued and outstanding she——none
Common stock, $0.01 par valt
Authorized share—5,000,00(C
Issued and outstanding she—403,354 and 387,906 sha
Additional paic-in capital
Deferred stoc-based compensatic
Accumulated other comprehensive inca
Accumulated defici

Total stockholdel’ deficit

Total liabilities and stockholde’ deficit

See accompanying notes to consolidated finanassients.
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December 31

December 31

2003 2002
$1,102,27. $ 738,25
292,55 562,71
293,91° 202,42
132,06¢ 112,28:
1,820,80! 1,615,671
224,28t 239,39
69,12 70,81
51€ 3,46(
14,83 15,44;
32,46¢ 45,66
$2,162,03: $ 1,990,44
$ 819,81 $ 618,12
317,73 314,93
37,84 47,91¢
73,10 71,66
4,21¢ 13,31¢
1,252,70; 1,065,95:
1,945,43" 2,277,30
4,03 3,87¢
1,899,390 1,649,941
(2,850) (6,597)
37,73¢ 9,66%
(2,974,42) (3,009,71))
(1,036,10) (1,352,81)
$2,162,03: $ 1,990,44
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Balance at December 31, 2C

Net loss

Foreign currency translation losses,

Change in unrealized gain (loss) on avail-for-sale securities, ni
Net unrealized losses on E-based currency swe
Reclassification of currency gains on 6.875% PE/

Cumulative effect of change in accounting princ

Comprehensive los

Issuance of common stock, net of issuance «

Exercise of common stock options, |

Repayments of note receivable for common s

Deferred stoc-based compensation and other, net of adjustn
Amortization of deferred sto-based compensatic

Balance at December 31, 2C

Net loss

Foreign currency translation gains,

Change in unrealized gain (loss) on avail-for-sale securities, ni
Net unrealized gains on Et-based currency sw

Comprehensive los

Exercise of common stock options, |

Deferred stoc-based compensation, net of adjustm:
Income tax benefit on stock awal

Amortization of deferred sto-based compensatic
Stock compensatic- restricted stock unit

Stock compensatic- variable accountin

Balance at December 31, 2C

Net income

Foreign currency translation gains,

Change in unrealized gain (loss) on avail-for-sale securities, ni
Net unrealized gains on Et-based currency swz

Comprehensive incorr

Exercise of common stock options, net and vestfngsiricted stocl
Notes converte

Income tax benefit on stock awal

Amortization of deferred sto-based compensatic

Issuance of common sto- employee benefit pla

Stock compensatic- restricted stock unit

Stock compensatic- variable accountin

Balance at December 31, 2C

AMAZON.COM, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS *' DEFICIT
(in thousands)

Common Stock

Accumulated Total
Amount Additional Deferred Other Stockholders’

Paid-In Stock-Based Comprehensive Accumulated Equity

Shares Capital Compensatior Income (Loss) Deficit (Deficit)
357,14( $ 3,571 $1,338,30: $ (13,449 $ (2,37 $ (2,293,30)$  (967,25)
— — — — — (567,27)) (567,27°)
— — — — (1,257 — (1,257
— — — — 7,00¢ — 7,00t
— — — — (17,33) — (17,33)
— — — — (9,81) — (9,81))
— — — — (12,299 — (12,29¢)
— — — — — — (600,972
8,98¢ 90 98,71¢ — — — 98,80¢
6,08¢ 61 14,98¢ — — — 15,05(
— — 1,13( — — — 1,13(
1,00¢ 10 9,631 (4,797) — — 4,844
— — — 8,39: — — 8,39:
373,21t 3,73z 1,462,76! (9,859 (36,070  (2,860,57)  (1,440,00)
— — — — — (149,13) (149,13))
— — — — 16,91( — 16,91(
— — — — 20,29¢ — 20,29¢
— — — — 8,52¢ — 8,52¢
— — — — — — (103,40()
14,72¢ 147 121,54: — — — 121,68¢
(40 — 1,56¢ (2,82¢) — — (1,259
— — 23 — — — 23
— — — 6,09( — — 6,09(
— — 3,91 — — — 3,91¢
— — 60,13( — — — 60,13(
387,90¢  3,87¢  1,649,94 (6,597) 9,66: (3,009,71)  (1,352,81)
— — — — — 35,28: 35,28:
— — — — 14,707 — 14,707
— — — — 2,48: — 2,48:
— — — — 10,88¢ — 10,88¢
— — — — — — 63,35¢
15,41z 15¢ 163,19! — — — 163,35(
1 — 47 — — — 47
— — 2,20( — — — 2,20(
— — — 3,741 — — 3,741
34 — 1,444 — — — 1,444
— — 30,69: — — — 30,69:
— — 51,87¢ — — — 51,87¢
403,35 $ 4,032 $1,899,39: $ (2,850 $ 37,73¢ $ (2,974,42)$ 1,036,10

See accompanying notes to consolidated finan@&sients
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AMAZON.COM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1—DESCRIPTION OF BUSINESS AND ACCOUNTING POLICIES
Description of Busines

Amazon.com, Inc., a Fortune 500 company, commenpedations on the World Wide Web in July 1995. Weksto offer Eart's
Biggest Selection and to be Earth’s most custoreatric company, where customers can find and descamything they may want to buy
online. We endeavor to offer our customers the &iessible prices. Through our Merchants@ and Amazarketplace programs, we ena
businesses and individuals to sell virtually anyghio Amazon.com’s millions of customers

We operate six global websitegww.amazon.com, www.amazon.co.uk, www.amazon.deawmazon.fr, www.amazon.co.gmd
www.amazon.caWe have organized our operations into two priacgggments: North America and International. TlettNAmerica segment
includes the operating resultswivw.amazon.comndwww.amazon.caThe International segment includes the operatisglts of
www.amazon.co.uk, www.amazon.de, www.amazamfiwww.amazon.co.jp.

Principles of Consolidation
The consolidated financial statements include to®ants of the Company and its whi-owned subsidiaries. Intercompany balances
transactions have been eliminated.
Use of Estimates

The preparation of financial statements in confeymiith GAAP requires estimates and assumptionsaffact the reported amounts
assets and liabilities, revenues and expenseggetatdd disclosures of contingent assets and iliglsiin the consolidated financial statements
and accompanying notes. Estimates are used fondblimited to, inventory valuation, deprecialilek, sales returns, receivables valuation,
restructuring-related liabilities, incentive discowffers, valuation of investments, taxes, andiogencies. Actual results could differ
materially from those estimates.

Cash and Cash Equivalents
We classify all highly liquid instruments with ariginal maturity of three months or less at thedtiof purchase as cash equivale

Allowance for Doubtful Accounts
We estimate losses on receivables based on knowhléd accounts, if any, and historical experiesfdesses incurred.

Inventories

Inventories, consisting of products available falesare accounted for using the FIFO method, aadaued at the lower of cost or
market value. This valuation requires us to makigoents, based on currently-available informatédut the likely method of disposition,
such as through sales to individual customersrmstto product vendors, or liquidations, and exgececoverable values of each disposition
category. Based on this evaluation, we record aati@n allowance to adjust the carrying amountwfioventories to lower of cost or market
value.
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AMAZON.COM, INC.
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Asset Retirement Obligations

In accordance with SFAS No. 14Accounting for Asset Retirement Obligatiowe establish assets and liabilities for the presahte of
estimated future costs to return certain of ousdelefacilities to their original condition. Suclsats are depreciated over the lease period into
operating expense, and the recorded liabilitiesaaceeted to the future value of the estimatedrason costs. Such amounts are not
significant.

Accounting Change
Inventories

Effective January 1, 2002, we prospectively charm@dnventory costing method from the specificritiication method to the FIFO
method of accounting. This change resulted in autative increase in inventory of $0.8 million, withcorresponding amount recorded to
“Cumulative effect of change in accounting prineipbn the consolidated statements of operationsréteived a letter of preferability for this
change in inventory costing from our independelitavs.

Goodwill and Other Intangibles

Effective January 1, 2002, we adopted SFAS No. G&iddwill and Other Intangible Assets/hich requires that purchased goodwill and
certain indefinite-lived intangibles no longer breatized, but instead be tested for impairmenéast annually. We evaluated our intangible
assets and determined that all such assets haamenileble lives.

In accordance with Accounting Principles Board (BXPOpinion No. 20,Accounting Changesthe effect of these accounting changes is
reflected prospectively. Supplemental comparatigeldsure, as if the change had been retroactiabyied, is as follows (in thousands, except
per share data):

For the Years Ended December 31,

2003 2002 2001
Net income (loss)
Reported net income (los $35,28: $(149,13) $(567,27°)
Goodwill amortization (1 — — 172,15¢
Inventory costing chanc — (801) 38C
Adjusted net income (los $35,28: $(149,93) $(394,73))
Basic and diluted earnings (loss) per sh
Reported basic earnings (loss) per sl $ 0.0¢ $ (0.39 $ (1.56)
Goodwill amortization (1 — — 0.4¢
Inventory costing chanc — (0.01) —
Adjusted basic earnings (loss) per st $ 0.0¢ $ (0.40 $  (1.09)
Adjusted diluted earnings (loss) per sh $ 0.0¢ $ (0.40 $  (1.09)

(1) Includes $54 million, or $0.15 per share, f602, related to amortization of other intangiblesttwas classified as goodwill effective
January 1, 200:
Fixed Assets

Fixed assets are stated at cost less accumulgpeeoiietion, which includes the amortization of éssecorded under capital leases. Fixed
assets, including assets purchased under capitddeare depreciated on a straight-line basistbeerstimated useful lives of the assets
(generally two to ten years).
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Included in fixed assets is the cost of interna-ssftware and website development, including saféwised to upgrade and enhance our

websites. We expense all costs related to the derednt of internal-use software other than thoserired during the application development

stage. Costs incurred during the application dgraknt stage are capitalized and amortized ovesdtimated useful life of the software,
generally two years.

Goodwill

Net goodwill declined by $2 million during 2003 a&hg to the disposition of a subsidiary that wesvusly included in our North
America segment.

We performed an impairment analysis in 2003 and288 required by SFAS No. 142, and concludedthigatarrying amount of
goodwill was appropriate. During 2003 and 2002 dicenot acquire any additional goodwill.

Other Intangibles
Other intangibles consist of the following (in tisaumds)

December 31, 2003 December 31, 2002

Other Other Other Other
Intangibles, Accumulated Intangibles, Intangibles, Accumulated Intangibles,

Gross Amortization Net (2) Gross Amortization Net
Contrac-based (1 $ 13,46¢ $ (13469 $ — $ 16,58¢ $ (14419 $ 2,17C
Marketinc-related 5,617 (5,326 291 5,617 (5,010 607
Technolog-basec 4,38¢ (4,360 26 4,38¢ (4,33)) 55
Custome-related 2,021 (1,820 201 2,021 (1,399 62€
Other intangible: $ 25,49: $ (24,979 $ 5lE $ 28,60¢ $ (25,149 $ 3,46(

(1) Netintangibles of $190,000 were disposed of duBf@3 in connection with the sale of a subsidi
(2) The net carrying amount of intangible assets atbdxer 31, 2003 is scheduled to be fully amortizethk end of 2004

Investments

The initial carrying cost of our investments is fivece we paid at acquisition. Investments are aetzd for using the equity method
accounting if the investment gives us the abilitgxercise significant influence, but not contoer an investee. We record our investments in
equity-method investees on the consolidated balsheets as “Other equity investments” and our sbfitee investees’ earnings or losses as
“Equity in losses of equity-method investees, ret'the consolidated statements of operations.

All other equity investments, which consist of istraents for which we do not have the ability toreise significant influence, are
accounted for under the cost method. Under thernetitod of accounting, investments in private camgxmare carried at cost and are adjusted
only for other-thartemporary declines in fair value, distributionseainings, and additional investments. For publioganies that have read

determinable fair values, we classify our equityeistments as available-for-sale and, accordinglyond these investments at their fair values
with unrealized gains and losses included in “Acualated other comprehensive income (loss).”

51



Table of Contents

AMAZON.COM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

We generally invest our excess cash in A-ratedgirdr short- to intermediate-term fixed income siims and money market mutual
funds. Such investments are included in “Marketakeleurities” on the accompanying consolidated lzaameets and are reported at fair value
with unrealized gains and losses included in “Acualated other comprehensive income (loss).” The fateid) average method is used to
determine the cost of Euro-denominated securitesand the specific identification method is usedetermine the cost of all other securities.

We periodically evaluate whether declines in failues of our investments are other-than-tempofdris evaluation consists of a review
of qualitative and quantitative factors, includigpgoted market prices, if available; recent finah@aults and operating trends; other publicly
available information; implied values from any rec&nancing rounds; or other conditions that baathe value of our investments.

Long-Lived Assets

Long-lived assets, other than goodwill, are revig\igg impairment whenever events or changes irunistances indicate that the
carrying amount of the assets might not be recdler&onditions that would necessitate an impaitrassessment include a significant dec
in the observable market value of an asset, afgignt change in the extent or manner in which ssetis used, or any other significant adv
change that would indicate that the carrying amafian asset or group of assets is not recoverable.

For long-lived assets used in operations, impaitrtesses are only recorded if the asset’s carrgmgunt is not recoverable through its
undiscounted, probability-weighted cash flows. Weasure the impairment loss based on the differbeteeen the carrying amount and
estimated fair value. Lonlived assets are considered held for sale whenioestiteria are met, including: management hasmiited to a plal
to sell the asset, the asset is available forindte immediate condition, and the sale is probatithin one year of the reporting date. Assets
held for sale are reported at the lower of cogawrvalue less costs to sell.

Other Assets
Other assets consist primarily of professional feggd in connection with the issuance of our -term debt. These fees are amorti
ratably into interest expense over the life oftheerlying debt.
Unearned Revenue
Unearned revenue is recorded when payments areedda advance of our service obligations anchi@dized ratably over the service
period.
Income Taxes

We recognize deferred tax assets and liabilitisgta@n differences between the financial repoitiagis and tax basis of assets and
liabilities using the enacted tax rates and lavas #ne expected to be in effect when the differsraze expected to be recovered. We provide a
valuation allowance against our deferred tax adedtse extent such assets are not expected tedliead.

Revenue Recognition

We recognize revenue from product sales or serveredered when the following four revenue recognitriteria are met: persuasi
evidence of an arrangement exists, delivery hasroed or services have been rendered, the selting {3 fixed or determinable, and
collectibility is reasonably assured. Additionaltgyenue
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arrangements with multiple deliverables are divided separate units of accounting if the delivézabn the arrangement meet the following
criteria: (1) the delivered item has value to thetomer on a standalone basis; (2) there is obgatid reliable evidence of the fair value of
undelivered items; and (3) delivery of any undetdkitem is probable.

We evaluate the criteria outlined in Emerging Isstiask Force (“EITF”) Issue No. 99-1Reporting Revenue Gross as a Principal
Versus Net as an Agenin determining whether it is appropriate to rectite gross amount of product sales and related coshe net amount
earned as commissions. Generally, when we arerimagy obligor in a transaction, are subject toentory risk, have latitude in establishing
prices and selecting suppliers, or have severahbuall of these indicators, revenue is recordedg If we are not the primary obligor and
amounts earned are determined using a fixed pexgena fixed-payment schedule, or a combinatichetwo, we generally record the net
amounts as commissions earned.

Product sales, net of promotional discounts, rehated return allowances, are recorded when thdupts are shipped and title passes to
customers. Retail items sold to customers are mpad®iant to a sales contract that provides fostearof both title and risk of loss upon our
delivery to the carrier. Return allowances, whietiuce product revenue by our best estimate of ésggroduct returns, are estimated using
historical experience.

We periodically provide incentive offers to our tursers to encourage purchases. Such offers includent discount offers, such as
percentage discounts off current purchases, indentoffers, such as offers for future discountgestttio a minimum current purchase, and
other similar offers. Current discount offers, wtaatepted by our customers, are treated as a rexdtietthe purchase price of the related
transaction, while inducement offers, when acceptedur customers, are treated as a reductionrichpee price based on estimated future
redemption rates. Redemption rates are estimatad aar historical experience for similar inducereffers. Current discount offers and
inducement offers are presented as a net amouNeinsales.”

Commissions and per-unit fees received from thadypsellers and amounts earned through our Metawan program are recognized
when the item is sold by the third-party seller and collectibility is reasonably assured. We relcan allowance for estimated refunds on such
commissions using historical experience

Outbound shipping charges to customers are inclidadt sales and amounted to $372 million, $385anj and $357 million in 2003,
2002, and 2001.

Cost of Sales

Cost of sales consists of the purchase price woer products sold by us, inbound and outbourgbsig charges to us, packaging
supplies, and certain costs associated with owicgerevenues. In instances where we incur fuliiirhcosts to ship products on behalf of third-
party sellers or provide customer service on thelralf, such costs are classified as “Cost of $addker than “Fulfillment’on the consolidate
statements of operations. All credit card fees!laad debt costs, including those associated wittgaarantee for certain third-party seller
transactions, are classified in “Fulfillment” orethonsolidated statements of operations.

Outbound shipping charges and the cost of tangiloglies used to package products for shipmenigtomers totaled $508 million,
$404 million, and $376 million in 2003, 2002, ar@D2.
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Fulfillment

Fulfillment costs represent those costs incurregpierating and staffing our fulfillment and custarservice centers, including co:
attributable to receiving, inspecting, and warelgignventories; picking, packaging, and prepaingtomer orders for shipment; credit card
fees and bad debt costs, including costs assoamtkedur guarantee for certain third-party setlansactions; and responding to inquiries from
customers. Fulfillment costs also include amouaid po third-parties that assist us in fulfillmemtd customer service operations. Certain of
our fulfillment-related costs that are incurredbmhalf of other businesses, such as Toysrus.camaind Target Corporation, are classified as
cost of sales rather than fulfillment.

Marketing

Marketing expenses consist of advertisinc-line marketing, including amounts paid under oundgated Stores and Associa
programs; public relations expenditures; and pawamd related expenses for personnel engaged iketirag and selling activities. To the ext
co-operative marketing reimbursements decline faréuperiods, we may incur additional expense®tdicue certain promotions or elect to
reduce or discontinue them.

Advertising and other promotional costs, whichexpensed as incurred, are included in marketingresg and were $109 million, $114
million, and $125 million in 2003, 2002, and 20@tepaid advertising costs were not significantatd&nber 31, 2003 and 2002.

Technology and Content

Technology and content expenses consist princigdlpayroll and related expenses for developmetitogal, systems, and
telecommunications operations personnel; systemiseddcommunications infrastructure; and costscgliged content, including freelance
reviews.

Technology and content costs are expensed as @u;except for certain costs relating to the dgymlent of internal-use software and
website development, including upgrades and entmagcts to our websites, which are capitalized anaetéated over two years. Fixed assets
associated with capitalized internal-use softwaoatent, and website development, net of accundiidpreciation, were $33 million and $27
million at December 31, 2003 and 2002. Costs chgrt during the application development stageriternal-use software, offset by
corresponding amortization, were a net deferrdsomillion in 2003, a net expense of $1 millior2@02, and a net deferral of $3 million in
2001.

Stock-Based Compensation

We generally have three categories of s-based awards: restricted stock units, restricteckstand stock options. We account for s-
based awards under the intrinsic value method, muikows the recognition and measurement prinsigeAPB Opinion No. 25Accounting
for Stock Issued to Employe, and related Interpretations. The intrinsic vatuethod of accounting results in compensation expemshe
extent option exercise prices are set below mamiiees on the date of grant. Also, to the extemtlsewards have been subject to an exchange
offer, other modifications, or performance critegach awards are subject to variable accounteggrirent. Variable accounting treatment
results in expense or contra-expense recognitiolguke cumulative expense method, calculated basegioted prices of our common stock
and vesting schedules of underlying awards. Tegtent stock options are forfeited prior to vestitig corresponding previously recognized
expense is reversed as an offset to “Stock-basegensation.”

54



Table of Contents

AMAZON.COM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

Since October, 2002, we grant restricted stocksuastour primary form of stock-based compensatiomever, in certain of our foreign
jurisdictions, we continue to grant stock optioBtock options granted after December 31, 2002 ueet to variable accounting treatme
Restricted stock units and restricted stock aregaly measured at fair value on the date of gbased on the number of shares granted ar
guoted price of our common stock. Such value isgaized as an expense over the corresponding sgreitod using the accelerated method
under FASB Interpretation (“FIN”) No. 2&ccounting for Stock Appreciation Rights and Otfiariable Stock Option or Award Plang o the
extent restricted stock or restricted stock unigsfarfeited prior to vesting, the corresponding\pously recognized expense is reversed as an
offset to “Stock-based compensation.”

We record the employer portion of payroll tax exgEnesulting from exercises of stock options arsling of restricted stock in
“Fulfillment,” “Marketing,” “Technology and conteritand “General and administrative” on our consalétl statements of operations and do
not include such expenses in “Stock-based compensabtock-based compensation includes matchingrdmutions under our 401(k)
program.

Stock-based compensation consisted of the folloimghousands):

Years Ended December 31

2003 2002 2001
Stock award—variable accountin $51,87¢ $60,13( $ 484
Fixed accounting (1
Restricted stock uni 30,69: 3,91¢ —
Restricted stock (2 5,18t 4,88¢ 4,15:
Total stocl-based compensatic $87,75! $68,92" $4,631

(1) Fair value of awards determined at grant date aadgnized as expense over the service pe
(2) Includes expense associated with matching contobsitunder our 401(k) savings pl:

We granted stock awards representing 2 million,ilBam, and 46 million shares of common stock dgri2003, 2002, and 2001. These
awards generally vest over service periods of betwbree and six years.

The following table summarizes relevant informatémif the fair value recognition provisions of SFNo. 123 Accounting for Stock
Based Compensati¢, as amended by SFAS No. 14&counting for Stock-Based Compensation—Trans#iahDisclosurehad been applied
to all stock-based awards (in thousands, excepsimme data):

Years Ended December 31

2003 2002 2001
Net income (los—as reporter $ 35,28. $(149,13) $(567,27)
Add: Stocl-based compensation, as repol 87,75 68,92° 4,631
Deduct: Total stock-based compensation determineénfair value based
method for all award (94,525 (148,087 (400,44%)
Net income (los—SFAS No. 123 adjuste $ 28,50¢ $(228,28) $(963,08)
Basic earnings (loss) per sh—as reporte: $ 0.0¢ $ (0.39 $ (1.5€)
Diluted earnings (loss) per sh—as reporte: $ 0.0¢ $ (0.39 $ (1.56)
Basic and diluted earnings (loss) per s—SFAS No. 123 adjuste $ 0.07 $ (0.60 $ (269
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The fair value for each stock option granted waisneged at the date of grant using a Black-Schopg®n-pricing model, assuming no
dividends and the following assumptions:

Years Ended December 31,

2003 2002 2001
Average ris-free interest rat 2.5% 3.1% 4.1%
Average expected life (in yeal 3.3 3.3 3.3
Volatility 77. 1% 81.8% 98.(%

The per share weighted average fair value of stmgkrds, including restricted stock units, grantedd03, 2002, and 2001, was $29.88,
$14.99, and $5.98.

Outstanding stock awards were as follows (in thodsa

Years Ended December 31,

2003 2002 2001
Stock options (1)(2 24,96. 42,00t 65,95(
Restricted stock units (. 4,41( 2,93t 20
Outstanding stock awards, excluded from commorkstatstanding 29,37: 44,94( 65,97(
Restricted stock (4 79C 1,011 1,11z
Total outstanding stock awar 30,16: 45,95 67,08:

(1) The weighted average exercise price was $12.469%14and $10.65 at December 31, 2003, 2002, and..

(2) Includes 1 million, 5 million, and 12 million optig at December 31, 2003, 2002, and 2001 subje®triable accounting treatme!
(3) Includes 322,000 and 330,000 restricted stock suitgect to variable accounting treatment at Deeerth, 2003 and 200

(4) Included in issued and outstanding common st

Restructuring Estimates

Restructuring-related liabilities include estimafies among other things, anticipated dispositibtease obligations. Key variables in
determining such estimates include anticipatednignaf sublease rentals, estimates of subleasd payment amounts and tenant improven
costs, and estimates for brokerage and other detatsts. Additionally, we may determine that certsfithe office space previously vacated as
part of our 2001 restructuring, which we have beeable to sublease due to poor real estate maskeitmns, may be necessary for our future
expansion needs. We periodically evaluate andeéersary, adjust our estimates based on currerdiigble information. If we elect to utilize
this office space, in accordance with SFAS No. ounting for Costs Associated with Exit or Disgddictivities, we will adjust our
restructuring-related liability and classify futysayments to “General and administrative” on thesodidated statements of operations.

Foreign Currency

We have the following internationa-focused websiteswww.amazon.co.uk, www.amazon.de, www.amazon.fr,amagon.co.jgand
www.amazon.caNet sales generated from internationally-focusetsites, as well as most of the related expensesraat from those
operations, are denominated in the
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functional currencies of the resident countriesdifidnally, the functional currency of our subsidke that either operate or support
www.amazon.co.uk, www.amazon.de, www.amazon.fr,amagon.co.jandwww.amazon.c& the same as the local currency of the United
Kingdom, Germany, France, Japan and Canada. Amset$abilities of these subsidiaries are translatéo U.S. Dollars at period-end
exchange rates, and revenues and expenses atatdra average rates prevailing throughout thieg@eTranslation adjustments are included
in “Accumulated other comprehensive income (losa)separate component of stockholders’ deficitiantie “Effect of exchange-rate changes
on cash and cash equivalents,” on the consolidatgdments of cash flows. Transaction gains arggfoarising from transactions denominated
in a currency other than the functional currencyhefentity involved are included in “Other incofexpense), net” on the consolidated
statements of operations. See “Note 11—Other IngERrpense), Net.”

A provision of SFAS No. 5Z;oreign Currency Translationrequires that gains and losses arising froméotapany foreign currency
transactions considered long-term investments, evBettlement is not planned or anticipated in tliedeeable future, be excluded in the
determination of net income. Our international apiens are financed, in part, by the U.S. parenmany. Currency adjustments for these
intercompany balances were historically recordeglqaity as translation adjustments and not includede determination of net income
because we intended to permanently invest such misidDuring the fourth quarter of 2003, we madedéeision that these amounts would be
repaid among the entities and, accordingly, uparsalidation any exchange gain or loss arising fremeasurement of intercompany balances
is required to be recorded in the determinationatfincome. The effect for the fourth quarter o02@nd the year ended December 31, 2003
was to increase net income by $36 million. Thecftd this treatment was very significant to out ileome for the year and for the quarter.
Had we not changed our intent as to the settlewfehiese intercompany balances, we would have et bpss for 2003 and our net income
for the fourth quarter of 2003 would have been ceduby almost 50%. See “Note 12 — RemeasuremeéhB8db% PEACS and Other” for
further discussion.

Derivative Financial Instruments

In accordance with SFAS No. 138¢counting for Derivative Instruments and Hedgirgjiviities,we record derivative instruments on the
consolidated balance sheets at fair value. Chaingbe fair value of derivatives are recorded eaetiod in current results of operations or
other comprehensive income (loss) depending onhehet derivative is designated as part of a hedgesaction and, if it is, the type of hedge
transaction. For a derivative designated as avédire hedge, the gain or loss of the derivativia@period of change and the offsetting loss or
gain of the hedged item attributed to the hedgeldare recognized in results of operations. Faravdtive designated as a cash flow hedge
effective portion of the derivative’s gain or Idssnitially reported as a component of other coef@nsive income (loss) and subsequently
reclassified into results of operations when thégeel exposure affects results of operations. Té#dative portion of the gain or loss of a cash
flow hedge is recognized currently in results ofigtions. For a derivative not designated as aihgdgstrument, the gain or loss is recogni
currently in results of operations.

We are exposed to the risk of fluctuations in fgneéxchange rates between the U.S. Dollar and the &sociated with our 6.875%
PEACS (See “Note 6—Long-Term Debt and Other”). €nay gains and losses arising from the remeasuteshéme 6.875% PEACS’
principal from Euros to U.S. Dollars each period ercorded to “Remeasurement of 6.875% PEACS dret.dbDuring the second quarter of
2003, we terminated our Euro Currency Swap thatiposly was designated as a cash flow hedge oftiopaf the 6.875% PEACS’ principal
and interest. See “Note 6—Long-Term Debt and Gther.
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We hold warrants to purchase equity securitieslodrocompanies. Warrants that can be exercisedettidd by delivery of net shares
such that we pay no cash upon exercise are demvtiancial instruments. Our net share warrargsnat designated as hedging instruments;
accordingly, gains or losses resulting from changéair value are recognized on the consolidatatements of operationsRemeasurement
6.875% PEACS and other,” in the period of change.d&étermine the fair value of our warrants throagtion-pricing models using current
market price and volatility assumptions, includpugplic-company market comparables for our privaterpany warrants.

The adoption of SFAS No. 133 on January 1, 200dltexs in cumulative transition losses of $11 millimcluded in the results of
operations and a stockholders’ deficit adjustméil@ million. Transition losses included in “Curatile effect of change in accounting
principle” are attributable to approximately $3 lioih in losses reclassified from “Accumulated othemprehensive income (losgh warrant:
previously reported at fair value and classifiedeailable-for-sale, and approximately $8 millionésses on warrants previously reported at
cost. No warrant investments are designated asrgdtstruments. Transition losses in “Accumulatdider comprehensive income (loss)” are
attributable to approximately $15 million in lossesthe swap agreement designated as a cash fldge feg a portion of the 6.875% PEACS
offset by the approximately $3 million in losseslassified to results of operations on derivativetriuments not designated as hedging
instruments.

Earnings (Loss) Per Share

In accordance with SFAS No. 12Barnings Per Sharethe weighted average shares used to calculate ém®ings (loss) per share
excludes the weighted average of restricted slmarestanding because they are subject to repurdrdsefeiture.

The effect of outstanding stock awards, includiestricted stock, is antidilutive for periods tha tvave a net loss and, accordingly, is
excluded from the calculation of diluted loss peatre. The dilutive effect of stock awards and ret&ld stock is included in the calculation of
weighted average shares, using the treasury stetianh, for periods that we have net income.

The “if converted” number of shares associated witbh of our convertible debt instruments are eladiufrom diluted shares as their
effect is anti-dilutive. See “Note 6—Long-Term Deilntd Other.”

Recent Accounting Pronouncements

In January 2003, the FASB issued FIN No.@6nsolidation of Variable Interest Entitiegffective for the period ending December 31,
2003. This Interpretation requires the consolidatibVariable Interest Entities in which a compdmojds a qualifying variable interest. The
provisions of this Interpretation do not have axdigant effect on our financial position or opénatresults.

In May 2003, the FASB issued SFAS No. 1B8¢counting for Certain Financial Instruments with&acteristics of Both Liabilities and
Equity. SFAS No. 150 establishes standards for how a aagnplassifies and measures certain financialunstnts with characteristics of b
liabilities and equity. SFAS No. 150 is effectivar financial instruments entered into or modifiétaMay 31, 2003, and otherwise is effective
at the beginning of the first interim period bedimnafter September 15, 2003. The provisions & 8tandard do not have a significant effect
on our financial position or operating results.

In November 2003, the EITF reached a consensussoie i03-10Application ofEITF 02-16by Resellers to Sales Incentives Offered to
Consumers by Manufactureisldressing how a reseller is to account for themgation of a manufacturer's coupon by a consuméreat
reseller’s location. The final consensus eliminates
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the option that permitted resellers to report thki® of the consideration received as a reductiaosts of goods sold, but rather mandates that
it be recorded as revenue. EITF 03-10 is applicableew arrangements, including modifications tistxg arrangements, entered into in fiscal
periods beginning after November 25, 2003. The igions of this consensus do not have a signifieffiect on our financial position or
operating results.

In November 2003, the EITF reached a consensussoe i03-01The Meaning of Other-Than-Temporary Impairment ésid\pplication
to Certain InvestmentsEITF 03-01 establishes additional disclosure irequents for each category of FAS 115 investmentsloss position.
Effective for years ending after December 15, 2@08ppanies must disclose the aggregate amountreélized losses, and the aggregate
related fair value of their investments with unizad losses. Those investments are required tedregated by those in a loss position for less
than twelve months and those in a loss positiogfeater than twelve months. Additionally, certquralitative disclosures should be made to
clarify a circumstance whereby an investment’'svalue that is below cost is not considered othanttemporary. The provisions of this
consensus do not have a significant effect onioantial position or operating results, and theldisure requirements are included in “Note
2—Cash, Cash Equivalents, and Marketable Secutities

Reclassifications
Certain prior year amounts have been reclassifieadhform to the current year presentat

Note 2—CASH, CASH EQUIVALENTS AND MARKETABLE SECURI TIES
The following tables summarize, by major securyet, our cash and marketable securities (in thalsan

December 31, 2003

Cost or Gross Gross

Amortized Unrealized Unrealized Estimated

Cost Gains Losses (1) Fair Value
Cash $ 427,30¢ $ — $ — $ 427,30t
Commercial paper and sh-term obligations 669,40: 5,56¢ — 674,96
Cash and cash equivalel 1,096,70! 5,56¢ — 1,102,27.
Certificates of depos 20,02¢ 7,36¢ — 27,39¢
Commercial paper and sh-term obligations 94 — 94
Corporate notes and bon 24,86¢ 131 — 24,991
Asse-backed and agency securit 85,40: 30z (13 85,69:
U.S. Treasury notes and bor 145,64 28¢€ (149 145,77¢
Equity securitie: 2,36( 6,23¢ — 8,59¢
Marketable securitie 278,39( 14,32 (162 292,55(

Total cash, cash equivalents, and market

Securities (2 $1,375,09! $19,88¢ $ (162 $1,394,82.

(1) The fair value of investments with loss positioe$100 million. We evaluated the nature of thesestments, which are primarily U.
Treasury Notes, the duration of the impairmentsl€¢ak than twelve months), and the amount of ifygairments relative to the underly
portfolio and conclude that such amounts were otitér-than-temporary” as defined by SFAS No. JAéounting for Certain
Investments in Debt and Equity Securi.

(2) Includes investments in foreign currencies of $#6lion, principally Euros, British Pounds, and Y
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December 31, 200

Cost or Gross Gross

Amortized Unrealized Unrealized Estimated

Cost Gains Losses Fair Value
Cash $ 302,96 $ — $ — $ 302,96
Commercial paper and sh-term obligations 429,94: 5,347 — 435,29(
Total cash and cash equivale 732,90° 5,347 — 738,25:
Certificates of depos 19,49¢ 2,83 — 22,32t
Commercial paper and sh-term obligations 2,07: — — 2,07:
Corporate notes and bon 42,58¢ 35E — 42,94:
Asse-backed and agency securit 309,54¢ 7,16¢€ — 316,71!
U.S. Treasury notes and bor 172,14! 2,61¢ (35) 174,72¢
Equity securitie: 3,93¢ — — 3,93¢
Marketable securitie 549,78: 12,96¢ (35) 562,71!

Total cash, cash equivalents, and marke!

Securities (1 $1,282,68: $18,31¢ $ (35 $1,300,96!

(1) Includes investments in foreign currencies of $88ion, principally Euros, British Pounds, and Y

The following table summarizes contractual matesitbf our cash equivalent and marketable fixedrmesecurities as of December 31,
2003 (in thousands):

Amortized Estimated

Cost Fair Value

Due within one yea $704,98:. $717,97¢
Due after one year through three ye 155,04¢ 155,25:
Asse-backed and agency securities with various matai 85,40: 85,69:
$945,43: $958,92:

Gross gains of $17 million, $9 million, and $9 raiti and gross losses of $1 million, $1 million &2 million were realized on sales of
available-for-sale marketable securities for thargeended December 31, 2003, 2002, and 2001.

We are required to pledge a portion of our marketabcurities as collateral for standby lettersreflit that guarantee certain of our
contractual obligations and for real estate leggeanents. See “Note 7—Commitments and Contingsgficie
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Note 3—FIXED ASSETS
Fixed assets, at cost, consist of the followinglfimusands)

December 31,

2003 2002
Gross Fixed Assets (1)

Fulfillment and customer servi $241,49° $237,63!
Technology infrastructur 25,59: 36,03}
Interna-use software, content, and website developt 57,41 55,601
Other corporate asse 47,23¢ 47,71¢
Gross fixed asse 371,73t 376,99¢

Accumulated Depreciation (1):
Fulfillment and customer servi 84,98 69,20¢
Technology infrastructur 13,167 20,36(
Interna-use software, content, and website developr 24,53( 28,30¢
Other corporate asse 24,76¢ 19,72
Total accumulated depreciati 147,45: 137,59t
Total fixed assets, ni $224,28! $239,39¢

(1) Excludes the cost and accumulated depreciationliyl-depreciated asse

Depreciation expense on fixed assets was $70 mil$@7 million, and $83 million, which includes artipation of fixed assets acquired
under capital lease obligations of $7 million f@03 and 2002, and $9 million for 2001. Gross assetmining under capital leases were $5
million and $39 million for the years ended Decemtik, 2003 and 2002. Accumulated depreciation datwith capital leases was
$3 million and $15 million for the years ended Dmber 31, 2003 and 2002.
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Note 4—OTHER EQUITY INVESTMENTS
Activity in our equity-method and co-method investments for the years ended Decemb&08B and 2002 is as follows (in thousan:

Equity-
Method Cost-Method Total
Balance, December 31, 20 $10,381 $ 17,97 $ 28,35¢
Equity-method losses, n (4,169 — (4,169
Sales of investments at fair val (2,940 (12,94 (15,88))
Realized gains on sales of investments, 2,32¢ 10,84 13,17(
Losses resulting from otr-thar-temporary declines in fair valt (4,28%) (799 (5,087)
Unrealized losses on availa-for-sale investments, n — (652) (652
Losses for change in fair value of warrant investtagnet — (303) (303)
Investment reclassifications, net, at fair ve (880) 88( —
Balance, December 31, 2002 (1) 43€ 15,00¢ 15,44
Equity-method losses, n (43¢€) — (43€)
Sales of investments at fair val — (47) 4y
Losses resulting from otr-thar-temporary declines in fair valt — (2,459 (2,459
Unrealized gains on availal-for-sale investments, n — 1,03z 1,032
Change in fair value of warrant investments, — 1,29: 1,29:
Balance, December 31, 2003 (1) $ — $ 14,83 $14,83:

1)

(2)

At December 31, 2003 and 2002, cost-methodsimrents recorded in “Other equity investments”udeld $6 million and $5 million of
investments recorded at fair value and $9 millind &10 million of investments carried at cost. Grosrealized gains and losses werc

significant at December 31, 2003 and 2(C

At December 31, 2003 and 2002, the fair valueun investments in the common stock of publicbfchequity-method investees was $72
million and $31 million, primarily relating to oumvestment in drugstore.com, inc. Currently, wendbhold over 20% interest in any of

our investments

Note 5—UNEARNED REVENUE

During 2003 and 2002, activity in unearned revenwas as follows (in thousand:

Balance, December 31, 20
Cash received or accounts receive
Amortization to revenu

Balance, December 31, 20
Cash received or accounts receive
Amortization to revenu

Balance, December 31, 20

(1

87,97¢
95,40«

35,46()

47,91¢

101,77

(1

$

11,844

37,84«

All amounts recorded as accounts receivable, imetudmounts associated with unearned revenueegadly due and contractually
enforceable. At December 31, 2003 accounts reckeivabt associated with unearned revenue was $dmil
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Note 6—LONG-TERM DEBT AND OTHER
Our lon¢-term debt and other lo-term liabilities are summarized as follows (in tkands)

December 31,

2003 2002
4.75% Convertible Subordinated Notes due Februa@® $1,049,76! $1,249,80
6.875% PEACS due February 2C 869,71 724,50(
10% Senior Discount Notes due May 2( — 255,59°
Long-term restructuring liabilitie 20,06¢ 31,61«
Euro currency swa — 12,15¢
Capital lease obligatior 2,71 8,491
Other lon¢-term debt 7,401 8,45¢
1,949,65! 2,290,62.
Less current portion of capital lease obligati (1,55¢) (7,50¢6)
Less current portion of other lo-term debi (2,65 (5,819
Total lon¢-term debt and othe $1,945,43! $2,277,30!

6.875% PEACS

On February 16, 2000, we completed an offeringodf @illion Euros of 6.875% PEACS due 2010. The 8% PEACS are convertibl
at the holder’s option, into our common stock abaversion price of 84.883 Euros per share. The DdBar equivalent principal, interest, and
conversion price fluctuate based on the Euro/U@laDexchange ratio. Interest on the 6.875% PEAQ&&yable annually in arrears in
February of each year. The 6.875% PEACS are unsgée@urd are subordinated to any existing and figenéor indebtedness. The 6.875%
PEACS rank equally with our outstanding 4.75% Cotibke Subordinated Notes. We have the right teesd the 6.875% PEACS, in whole or
in part, by paying the principal of 690 million B plus any accrued and unpaid interest. No pranpialyment is required for early
redemption.

Upon the occurrence of a “fundamental change” godhe maturity of the 6.875% PEACS, each holberdof has the right to require us
to redeem all or any part of such holde#.875% PEACS at a price equal to 100% of thecjpéh amount of the notes being redeemed, tog
with accrued interest. As defined in the indentarfundamental change” is the occurrence of cettgies of transactions in which our
stockholders do not receive publicly-traded semsit

The indenture governing the 6.875% PEACS contaénain affirmative covenants for us, including makprincipal and interest
payments when due, maintaining our corporate exist@nd properties, and paying taxes and othenslai a timely manner. We were in
compliance with these covenants at December 313.200

During the second quarter of 2003, we terminatedsao Currency Swap that previously was designaged cash flow hedge of a
portion of the 6.875% PEACS’ principal and inter@dthough neither party made cash payments toiteata the agreement, we recorded a
non-cash loss of $6 million to “Remeasurement 876% PEACS and other” representing the remainirsgsha our swap asset. At December
31, 2003, the remaining cumulative unrealized &ssociated with our Euro Currency Swap, recordédd¢oumulated other comprehensive
income,” was $13 million. In accordance with SFA8.33,Accounting for Derivative Instruments and Hedgirgjiviities, this accumulated
loss will be amortized to “Remeasurement of 6.8 FACS and other” over the life of the 6.875% PEANSB.net gains or losses resulting
from hedge ineffectiveness were recognized in esults of operations during the year ended Dece®ihe2002 and 2001.
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If we redeem or otherwise restructure our 6.875%@% prior to maturity in 2010, any remaining cumivle unrealized loss associated with
the Euro Currency Swap will be recorded as a chargRemeasurement of 6.875% PEACS and other.”

Based upon quoted market prices, the fair valub®6.875% PEACS was $870 million and $531 milksnof December 31, 2003 and
2002. The fair value of the swap obligation was $fition at December 31, 2002.

4.75% Convertible Subordinated Notes

On February 3, 1999, we completed an offering o2%illion of 4.75% Convertible Subordinated Not€ke 4.75% Convertibl
Subordinated Notes are convertible into our comstonk at the holders’ option at a conversion pat$78.0275 per share. Interest on the
4.75% Convertible Subordinated Notes is payableé-samually in arrears in February and August ofhegear. The 4.75% Convertible
Subordinated Notes are unsecured and are subaditatny existing and future Senior Indebtednesteéined in the indenture governing the
4.75% Convertible Subordinated Notes. We haveittg to redeem the 4.75% Convertible SubordinateteB| in whole or in part, by paying
the principal plus a redemption premium, plus argraed and unpaid interest. At December 31, 20@8rédemption premium was 2.85% of
the principal, and decreased to 2.375% on Febria2904 and will decrease by 47.5 basis points ahnuntil maturity.

Upon the occurrence of a “fundamental change” gddhe maturity of the 4.75% Convertible Suborti#aNotes, each holder thereof
has the right to require us to redeem all or any @fasuch holder’s 4.75% Convertible Subordindtdes at a price equal to 100% of the
principal amount of the notes being redeemed, tegetith accrued interest. As defined in the indemta “fundamental change” is the
occurrence of certain types of transactions in tvlaiar stockholders do not receive publicly-tradedusities.

The indenture governing the 4.75% Convertible Sdinated Notes contains certain affirmative covesdmnt us, including making
principal and interest payments when due, maimgiour corporate existence and properties, anchpasgixes and other claims in a timely
manner. We were in compliance with these coveratriiecember 31, 2003.

On November 24, 2003, we redeemed an aggregaigpairmmount of $200 million of our 4.75% Conveltitsubordinated Notes. As
provided in the underlying indenture, the redemppoice of $206 million represented a $6 million8&%) premium over the face amount of
the redeemed 4.75% Convertible Subordinated N@{esrecorded a charge in the fourth quarter of 20G&sified in “Remeasurement of
6.875% PEACS and other,” of approximately $9 millielated to the redemption, consisting of the #ian premium and approximately $3
million in unamortized deferred issuance chargesrded and unpaid interest of $3 million, from Aagli, 2003 through November 23, 2003,
was also paid at redemption.

Based upon quoted market prices, the fair valusuoft.75% Convertible Subordinated Notes as of Béeg 31, 2003 and 2002 was
$1.06 billion (principal balance of $1.05 billioahd $925 million (principal balance of $1.25 biti)o

10% Senior Discount Notes

During the second quarter of 2003, we redeemeaf allir remaining 10% Senior Discount Notes for $#iillion, consisting of principal
repayment of $264 million and a 5% premium of $IiBion. Included in our results for the year end2ecember 31, 2003 is a charge of $15
million to “Remeasurement of 6.875% PEACS and dtheppresenting the 5% premium and $2 million of aémng deferred issuance charges.
Additionally, we paid $2 million to holders of oi0% Senior Discount Notes for interest accrued betwMay 1, 2003 and
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May 28, 2003. The interest payment of $2 milliomswecorded to “Interest expense” on the conselitistatement of operations.

Subsequent Events

On January 27, 2004, we announced that we willeed$150 million in principal amount of our outstangl4.75% Convertibli
Subordinated Notes on February 26, 2004. The retiemprice is set at 102.375% of the principal antat maturity, plus accrued and unpaid
interest from February 1 through February 25, 2@Gter completion of the redemption of $150 millionprincipal, there will be
approximately $900 million aggregate principal amioof 4.75% Convertible Subordinated Notes outstand

Additionally, on January 27, 2004, our Board ofdaitors authorized a debt repurchase program pursuarhich we may from time to
time repurchase (through open market repurchasgsvate transactions), redeem or otherwise refiréo an aggregate of $500 million of our
outstanding 4.75% Convertible Subordinated Notesta@75% PEACS.

Note 7—COMMITMENTS AND CONTINGENCIES
Commitment:

We currently lease office and fulfillment centecifdies and fixed assets under 1-cancelable operating and capital leases. R

expense under operating lease agreements for 2003, and 2001 was $52 million, $56 million, and $8illion.

The following summarizes our principal contractoanmitments, excluding open orders for inventorgchases to support normal
operations as of December 31, 2003 (in thousands):

2004 2005 2006 2007 2008 Thereafter Total

Restructurin-related commitment:

Operating leases, net of estimated subl

income $ 9577 $ 499 $ 3421 $ 335 $ 2691 $ 5300 $ 29,34

Other 897 30C — — — — 1,197
Restructurin-related commitment 10,47¢ 5,29¢ 3,421 3,35¢ 2,691 5,30( 30,54(
Other commitments

Debt principal and other (1)(. 3,01z 74 — — 24¢€ 1,931,16! 1,934,49:

Debt interest (1)(2 109,65¢ 109,65¢ 109,65¢ 109,65¢ 109,65¢ 144,51° 692,79

Capital lease 1,67¢ 86¢ 341 — — — 2,88

Operating leases (. 51,49¢ 43,32 42,39: 39,10( 38,18: 131,04( 345,53!
Other commitment 165,84 153,92: 152,38¢ 148,75t 148,08: 2,206,71 2,975,71
Total commitment: $176,31¢ $159,21¢ $155,80¢ $152,11: $150,77: $2,212,01° $3,006,25I

(1) The principal payment due in 2010 and the ahimberest payments due under our 6.875% PEACSuate based on the Euro/U.S. Dollar
exchange ratio. At December 31, 2003, the Euro.8& Dollar exchange rate was 1.260. Due to fluatnatin the Euro/U.S. Dollar
exchange ratio, our principal debt obligation unithés instrument since issuance has increased 8y #illion as of December 31, 2003.
We cannot predict the performance of the U.S. Do#&tive to the Eurc
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(2) See“Note 1'—Subsequent Even”

(3) Pursuant to SFAS No. 1Accounting for Lease, lease agreements are categorized at their imcea$ either operating or capital lea
depending on certain defined criteria. Althoughratiag leases represent obligations for us, putsieeBFAS No. 13 they are not reflected
on the balance sheet. As of December 31, 2003 ,awe femaining obligations under operating leaseedaipment and real estate of $346
million. If we had applied to our equipment-relatgubrating leases the same convention used folatégases, which, however, would not
be in accordance with GAAP, we would have recorgoroximately $76 million of additional assets aftigations on our balance sheet
at December 31, 200

Restructuring-related lease obligations are asvi@l(in thousands):

Thereafter
2004 2005 2006 2007 2008 Total
Gross lease obligatiot $13,62¢  $9,19¢ $9,167 $9,19¢ $8,22¢ $18,44t $67,86:
Estimated sublease income (4,05)) (4,207 (5,74¢) (5,840 (5,53%) (13,146 (38,519
Lease obligations, ni $ 9577 $499¢ $3421 $335 $2691 $ 5300 $29,34:
(1) At December 31, 2003, we had signed contractudeasb agreements covering $15 million in futurenpayts.
Long-term capital lease obligations are as follgiwghousands):
December 31
2003

Gross capital lease obligatio $ 2,887

Less imputed intere! (170)

Present value of net minimum lease paym 2,717

Less current portio (1,559

Total lon¢-term capital lease obligatiol $ 1,15¢

Pledged Securities

We are required to pledge a portion of our marKetabcurities as collateral for standby lettersreflit that guarantee certain of «
contractual obligations and for real estate leggseements. The amount required to be pledged &emtate lease agreements changes over th
life of our leases, and with fluctuations in ourrket capitalization and credit-rating. The changéhie total amount of collateral required to be
pledged under these agreements was as followBdirsands):

Standby

Letters of Swap Real Estate

Credit (1) Agreement (2 Leases (3) Total
Balance at December 31, 2C $57,89: $ 23,09t $ 40,07¢ $121,06¢
Net change in collateral pledg 2,90¢ (23,099 (14,149 (34,339
Balance at December 31, 2C $60,79¢ $ — $ 25,93¢ $ 86,73¢

(1) We have standby letter-of-credit facilitiesaiotg $150 million. The outstanding commitments emthese facilities at December 31, 2003
totaled $61 million

(2) Due to the termination of the Euro Currency Swaplateral previously pledged under this arrangenenb longer subject to restrictio

(3) The required amount of collateral to be pledgdtincrease $5 million and an additional $6 neili if our market capitalization is below
$18 hillion and $13 billion
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Legal Proceedings

A number of purported class action complaints wited by holders of our equity and debt securiigainst us, our directors, and ceri
of our senior officers during 2001, in the Unite@i8s District Court for the Western District of $#ington, alleging violations of the
Securities Act of 1933 (the “1933 Act”) and/or th@34 Act. On August 1, 2003, plaintiffs in the 1984t cases filed a second consolidated
amended complaint alleging that we, together wattiain of our officers and directors, made falsen@leading statements during the period
from October 29, 1998 through October 23, 2001 eoring our business, financial condition and resuttventories, future prospects, and
strategic alliance transactions. The 1933 Act cainphlleges that the defendants made false oeadgig statements in connection with our
February 2000 offering of the 6.875% PEACS. The mlaints seek recissionary and/or compensatory damagd injunctive relief against all
defendants. We dispute the allegations of wrongglirthese complaints and intend to vigorously dédfeurselves in these matters.

On October 29, 2002, Gary Gerlinger, individualhdaon behalf of all other similarly situated congrmin the United States who, during
the period from August 1, 2001 to the present, pased books online from either Amazon.com or Bardem, instituted an action against us
and Borders in the United States District Courttfe Northern District of California. The complaaiteges that the agreement pursuant to
which an affiliate of Amazon.com operates Bordemh@s a co-branded site violates federal anti-tave$, California statutory law, and the
common law of unjust enrichment. The complaint seéajunctive relief, damages, including treble dgewor statutory damages where
applicable, attorneys’ fees, costs, and disburs&mdisgorgement of all sums obtained by allegedaiyngful acts, interest, and declaratory
relief. We dispute the plaintiff's allegations ofamgdoing and intend to vigorously defend ourselndhis matter.

Beginning in March 2003, we were served with cormpéafiled in several different states by a privitigant purportedly on behalf of the
state governments under various state False Claatss The complaints allege that we (along witheotbompanies with which we have
commercial agreements) wrongfully failed to collantl remit sales and use taxes for sales of pdrpom@erty to customers in those states and
knowingly created records and statements falsalyngt we were not required to collect or remit steckes. The complaints seek injunctive
relief, unpaid taxes, interest, attorneys’ feeg pienalties of up to $10,000 per violation, anebte or punitive damages under the various state
false claims acts. It is possible that we have lmzemill be named in similar cases in other statesvell. We do not believe that we are liable
under existing laws and regulations for any failireollect sales or other taxes relating to Inéésales and intend to vigorously defend
ourselves in these matters.

On July 17, 2003, Pinpoint, Inc. filed a compldimt patent infringement in the United States Didt@ourt for the Northern District of
lllinois against us and several other companieh wtich we have commercial agreements. The compddleges that our personalization
technology infringes several patents obtained lyp&int and seeks injunctive relief, monetary darsdagean amount no less than a reasonable
royalty, prejudgment interest, and attorneys’ fegainst all defendants. We dispute the allegatidmgrongdoing in this complaint and intend
to vigorously defend ourselves in this matter.

On January 12, 2004, Soverain Software LLC filembaplaint against us for patent infringement inlthted States District Court for
the Eastern District of Texas. The complaint alfetiet our website technology infringes severatigtobtained by Soverain purporting to
cover “Internet Server Access Control and Monitgr8ystems” (U.S. Patent No. 5,708,780) and “Netwgales Systems” (U.S. Patent Nos.
5,715,314 and 5,909,492) and seeks injunctivefrefienetary damages in an amount no less thansamable royalty, treble damages for
alleged willful infringement, prejudgment intereand attorneys’ fees. We dispute the allegationsrohgdoing in this complaint and intend to
vigorously defend ourselves in this matter.
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Depending on the amount and the timing, an unfdlenesolution of some or all of these matters donéterially affect our business,
future results of operations, financial positioncash flows in a particular period.

Inventory Suppliers

During 2003, no vendor accounted for 10% or morewfinventory purchases. We do not have long-tswniracts or arrangements with
most of our vendors to guarantee the availabilitnerchandise, particular payment terms, or theresipn of credit limits.

Note 8—STOCKHOLDERS’ DEFICIT
Preferred Stock

We have authorized 500,000,000 shares of $0.0¢gtae Preferred Stock. No preferred stock shares wetstanding during 2003, 20!
or 2001.

Stock Award Plans

Our stock award plans consist of the 1999 Nonaffitmployee Stock Option Plan, the 1997 Stock Ingerilan, and the Amended and
Restated 1994 Stock Option Plan. Shares resendsl timese plans consist of 40 million shares inl®@9 Nonofficer Employee Stock Option
Plan, 124 million shares in the 1997 Stock IncenfNan and 58 million shares in the 1994 Stock@pflan, of which up to a maximum of
21,025,075 shares that are not issued under thatnphy be added to the aggregate number of shaa#éalde for issuance under the 1997
Stock Incentive Plan. In connection with certaigusitions in 1998 and 1999, we assumed outstarajitigns to purchase common stock
originally granted under the acquired companiexlsoption plans. Our stock award plans as wethasassumed stock award plans are hereby
collectively referred to as the “Plans.”

In 2002, we transitioned to using restricted stookts, awarded under the 1997 Stock Incentive Riamur primary vehicle for employee
equity compensation. Employees vest in restrictecksunit awards ratably over the correspondingiserterm, generally three to six years. As
it relates to stock option awards, our Board ofDiors generally sets an exercise price of nottless the fair market value of our common
stock at the date of grant. Generally, outstandiptipns granted on or subsequent to December 2& Bfve a term of 10 years from the date
of grant. Subject to Internal Revenue Service Btioins, options granted under our plans prior talA®99 and granted under certain assumed
plans generally became exercisable immediatelyal®isubject to a restriction on transfer thatdapsver a period of time. Options granted
under the Plans since April 1999 generally vestlzwbme exercisable in accordance with the follgwiesting schedule: 20% after year one,
20% after year two and 5% at the end of each quinteears three through five. Certain outstandipgons that were granted during 2000
2001 vest and become exercisable at the rate ofdBtoyear one and 50% after year two. Duringfitis¢ quarter of 2001, we offered a limit
non-compulsory exchange of employee stock optioresitployees meeting certain eligibility criterigptidns granted pursuant to this stock
option exchange vested and became exercisable eatthof 25% after 6 months from the date of gaat 4.166% per month for the
succeeding 18 months. Certain options grantedeithtind quarter of 2001 generally vest and becoxeeoisable as follows: (i) the option vests
quarterly in equal installments over a 36, 48 on@ihth period commencing on dates ranging fromtgiate to October 1, 2003, (ii) the opti
vests 5% to 12.5% on a date approximately 12 tma6ths from date of grant with the balance vestgjugrterly in equal installments over a 48
to 60 month period, or (iii) the option vests 4%1&5% on dates approximately 6 months and 18 nsdndim the date of grant with the bala
vesting quarterly in equal installments over a P8@month period. Shares issued upon exercisetaires that are unvested are restricted and
subject to repurchase by us at the exercise pgoa termination of employment or services and seslrictions lapse over the vesting
schedule. At December 31, 2003, approximately 8dhares of restricted common stock, which incdude

68



Table of Contents

AMAZON.COM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)
restricted shares issued in connection with actipis as well as shares issued to certain key grapkin 2001 and 2002, were subject to
repurchase or forfeiture.

Stock Award Activity

During 2003, restricted stock units increased lilsam shares, resulting from grants of 2.1 milljmffset by vesting of 0.4 million shares
and cancellation of 0.3 million shares. Schedulesting for outstanding restricted stock units isodlews (in thousands):

200¢ 2007 200¢ Thereafter
2005 2006 Total
Outstanding restricted stock un 72€ 1,102 1,35:¢ 737 292 20C 4,41(

The following table summarizes our stock optionaiyt

Number of

Shares Weighted Average
(In thousands; Exercise Price

Balance December 31, 20 70,43¢ 32.15
Options grante: 46,20¢ 9.5:
Options terminate (44,609 43.91
Options exercise (6,08¢) 2.7
Balance December 31, 20 65,95( 10.6¢
Options grante: 3,04 16.4¢
Options terminate (12,267) 10.3¢
Options exercise (14,729 8.2¢
Balance December 31, 20 42,00t 11.9]
Options grante: 22¢€ 24.81
Options terminate (2,24 13.82
Options exercise (15,027 10.8¢
Balance December 31, 20 24,96! 12.4¢

At December 31, 2003, 99 million shares of commtorlswere available for future grant under the Blan

The following table summarizes information abowc&toptions outstanding at December 31, 2003:

Stock Awards Outstanding Awards Vested
Weighted Weighted
Number of Average Number of Average
Range of Awards Remaining Exercise Awards Exercise
Exercise Prices (In thousands! Life (yrs) Price (In thousands! Price
0.08- 7.05 1,84: 3.97 4.0¢ 1,50 3.9z
7.10- 7.93 15,40( 7.6C 7.9C 2,13¢ 7.82
7.95- 12.19 1,69 7.34 9.2¢ 20C 9.92
12.28- 17.58 1,84z 7.32 15.01 58: 14.7¢
17.67- 21.33 2,031 6.7¢ 19.41 99¢ 20.01
21.33- 30.88 901 6.7C 27.41 39¢€ 27.2¢
31.41- 70.44 622 6.1¢€ 46.2: 42C 48.6:
71.28- 87.28 56& 5.2t 71.9: 157 73.2¢
88.06-104.97 54 5.0¢ 88.7¢ 51 88.7¢
0.08-104.97 24,96 7.1C 12.4¢ 6,44¢ 15.5i
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Comprehensive Income (Loss)
The changes in the components of comprehensivenad¢toss) were as follows (in thousanc

Years Ended December 31,

2003 2002 2001
Net income (loss $ 35,28: $(149,13)  $(567,27)
Other comprehensive income (los
Foreigr-currency translation gains (losses), 14,707 16,91( (1,257%)
Net unrealized gains on availa-for-sale securities
Unrealized gains (losses) arising during 17,434 23,45¢ (33,479
Less reclassification of net realized (gains) leseeluded in net income (los (14,957 (3,165 40,48¢
Net unrealized gains on availa-for-sale securitie 2,48 20,29 7,00t
Net activity of Euro currency swap (See Note
Remeasurement of Euro currency swap to fair v 14,84: 21,10¢ (21,869)
Reclassification of (gains) losses to offset curyelosses and gains on hedged portio
6.875% PEACS included in net income (lc (5,087) (12,579 4,53(
Amortization of net unrealized losses on Euro QuryeSwag 1,12% — —
Net activity of Euro currency swe 10,88¢ 8,52¢ (17,33))
Reclassification of currency gains on 6.875% PE/ — — (9,81))
Cumulative effect of accounting change to adopt S™b. 13: — — (12,294
Other comprehensive income (lo: 28,075 45,73: (33,699
Comprehensive income (los $ 63,35¢ $(103,40()  $(600,97))
Accumulated balances within other comprehensiverirewere as follows (in thousands):
Years Ended
December 31,
2003 2002
Net unrealized gains on foreign currency transte $ 30,45( $ 15,74«
Net unrealized gains on availa-for-sale securitie 20,32% 17,84t
Net unrealized losses on Euro currency s (13,039 (23,929
Total accumulated other comprehensive inci 37,73¢ 9,662
Common Stock Reserved for Future Issuance
At December 31, 2003, common stock reserved faréuissuance is as follows (in thousan
Stock awards, including restricted stock u 128,22:
Shares issuable upon conversion of 4.75% Conver8bbordinated Notes ( 13,45%
Shares issuable upon conversion of 6.875% PE 8,12¢
Total common stock reserved for future issue 149,80

(1) See“Note 1'—Subsequent Even”
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Note 9—EARNINGS (LOSS) PER SHARE
The following represents the calculations for reenéngs (loss) per share (in thousands, excephmre data)

For the Years Ended December 31,

2003 2002 2001
Income (loss) before change in accounting princ $ 35,28: $(149,93)  $(556,759)
Cumulative effect of change in accounting princ — 801 (10,529
Net income (loss $ 35,28: $(149,13)  $(567,27)
Weighted average shares outstanc 396,38¢ 379,49: 365,18(
Weighted average shares of restricted s (910 (1,137 (969)
Shares used in computation of basic earnings (fms$hare 395,47¢ 378,36: 364,21:
Total dilutive effect of outstanding stock award} 23,87: — —
Shares used in computation of diluted earnings)Ipsr shar 419,35: 378,36 364,21:
Basic earnings (loss) per sha
Prior to cumulative effect of change in accountmigciple $ 0.0¢ $ (040 $ (153
Cumulative effect of change in accounting princ — 0.01 (0.0%)
Total earnings (loss) per she $ 0.0¢ $ (039 $ (156
Diluted earnings (loss) per sha
Prior to cumulative effect of change in accountimigciple $ 0.0¢ $ (040 $ (153
Cumulative effect of change in accounting princ — 0.01 (0.09)
Total earnings (loss) per she $ 0.0¢ $ (039 $ (156

(1) The effect of outstanding stock awards, includiestricted stock, is antidilutive for periods tha thave a net loss and, accordingly
excluded from the calculation of diluted loss pleatre in those periods. The dilutive effect of stawkards and restricted stock is included
in the calculation of weighted average shares,guia treasury stock method, for periods that we hmeet income

Note 10—RESTRUCTURING-RELATED AND OTHER

In the first quarter of 2001, we announced and bégglementation of our operational restructuritgnpto reduce operating cos
streamline our organizational structure, consoéidagrtain of our fulfillment and customer servigeeations and migrate a large portion of our
technology infrastructure to a new operating pletfoT his initiative involved the reduction of empke staff by 1,327 positions throughout the
Company in managerial, professional, clerical, técdd and fulfillment roles; consolidation of oue&tle, Washington corporate office
locations; closure of our McDonough, Georgia andttis Washington fulfillment centers; closure of @ustomer service centers in Seattle,
Washington and The Hague, Netherlands; and migrati@ large portion of our technology infrastruetto a new operating platform, which
entails ongoing lease obligations for technolodyaistructure no longer being utilized. Actual enygle termination benefits paid were $12
million. The restructuring is complete; however may adjust our restructuring-related estimatesénftiture, if necessary.

Restructuring-related expenses of $0.1 million wecarred during the year ended December 31, 288img to updated estimates of
sub-lease income due to weakness in real estateetmaRestructuring-related and other expenses $4zenillion and $182 million for 2002
and 2001.
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Restructuring-related charges were as followsHausands):

Years Ended December 31

2003 2002 2001
Asset impairment $— $ 1,182 $ 68,52¢
Continuing lease obligatior 14C 39,56: 87,04¢
Termination benefit — — 14,97(
Broker commissions, professional fees, and otheceflaneous restructuring co — 82¢ 11,03¢

Total restructurin-related charge $14C $41,57: $181,58!

At December 31, 2003, the accrued liability assedavith restructuring-related and other charges $21 million and consisted of the

following (in thousands):

Balance at Balance at
December 31 Subsequent December 31
2002 Accruals, Ne! Payments 2003

Lease obligations, net of estimated

sublease incom $ 51,21¢ $ 4,09 $(25,96%) $ 29,34:
Broker commissions, professional f

and other miscellaneous

restructuring cost 5,62¢ (3,952 (47€) 1,197

$ 56,84 $  14C $(26,44) $ 30,54

Due Within
12 Months

®
$ 9,571
897

$ 10,47

Due After
12 Months

()

$19,76¢

30C

$20,06¢

(1) Restructuring-related liabilities due within finths and due after 12 months are classified\atfued expenses and other current

liabilities” and”Long-term debt and oth¢’ on the accompanying consolidated balance sh

Restructuring-related lease obligations are asvi@l(in thousands):

Thereafter
2004 2005 2006 2007 2008 Total
Gross lease obligatiol $13,62¢ $9,19¢ $9,167 $9,19¢ $ 8,22¢ $ 18,44¢ $ 67,86
Estimated sublease income (4,05)) (4,207 (5,74¢) (5,840 (5,53%) (13,146 (38,519
Lease obligations, ni $ 9,577 $ 4,99¢ $ 3,421 $ 3,35¢ $ 2,691 $ 5,30( $ 29,34

(1) At December 31, 2003, we had signed contractudeasb agreements covering $15 million in futurenpamts.
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Note 11—OTHER INCOME (EXPENSE), NET
Other income (expense), net consisted of the fatigwin thousands’

Years Ended December 31,

2003 2002 2001

Gains on sales of marketable securities, $9,59¢ $570C $1,33¢
Foreigr-currency transaction losses, net (3,045 (1,08¢) (2,019
Miscellaneous state, foreign and other te (3,709 70C (1,227)
Other miscellaneous gains (losses), 4y 30¢ 6
Total other income (expense), | $2,80¢ $562: $(1,900

(1) Includes a loss of $5 million and $2 milliorr 2003 and 2002, and a gain of $0.2 million for P@8sociated with the remeasurement
from Euros to U.S. Dollars of interest obligatiamsour 6.875% PEACS. S“Note ¢—Long-Term Debt and Othe”

Note 12—REMEASUREMENT OF 6.875% PEACS AND OTHER
Remeasurement of 6.875% PEACS and other consitteé &llowing (in thousands):

Years Ended December 31,

2003 2002 2001
Foreigr-currency gain (loss) on 6.875% PEA $(140,13() $(103,13¢) $ 46,61
Gain (loss) on sales of Ei-denominated investments, t 5,821 2,22 (22,549
Gain on sales of equity investments, 79€ 13,04« —
Gain from terminations of commercial contra — — 22,40(
Net gain from acquisition of investments by thirtes — — 784
Loss on redemption of lo-term debt (See Note (23,829 — —
Loss on termination of Euro Currency Swap (See 6p (5,880) — —
Amortization of net unrealized losses on Euro CuryeSwap (See Note ! (1,127 — —
Foreign currency effect on intercompany balancg 35,57« — —
Othel-thar-temporary impairments and other (892) (8,409%) (49,390
Total remeasurement of 6.875% PEACS and ¢ $(129,66)) $ (96,279) $ (2,14

(1) Represents the gain associated with the remeasnotefi@tercompany balances due to changes ingorekchange rates (S*Note —
Description of Business and Accounting Poli” ).
(2) Includes a $2 million gain on the sale of our -order toy catalog business for $5 million in castarded in the third quarter of 20(

Note 13—INCOME TAXES

We have provided for current and deferred U.S.f@dstate, and foreign income taxes for the curaewl all prior periods presente
Current and deferred income taxes were providel segpect to jurisdictions where our subsidiariesipce taxable income. As of December
31, 2003, we have recorded a net deferred tax ag$€tmillion, which consists primarily of certastate jurisdiction net operating loss
carryforwards. We have provided a valuation allogeafor the remainder of our deferred tax assetsisting primarily of net operating loss
carryforwards, because of uncertainty regardingeidédization. The increase in the valuation alloeeanon the deferred tax asset was $131
million and $196 million for 2003 and 2002.
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Deferred income taxes reflect the net tax effeEtemporary differences between the carrying ammohassets and liabilities for

financial reporting purposes and the amounts useth€ome tax purposes. Significant componentsuofnet deferred tax assets, which are
included in “Accounts receivable, net and otherent assets,” are as follows (in thousands):

December 31
2003 2002

Deferred tax asset
Net operating losse $ 897,66! $ 792,01
Investmer-related 343,29¢ 308,40
Revenue item 24,90 22,124
Expense item 234,31( 246,14
Total gross deferred tax ass 1,500,17! 1,368,68i
Less valuation allowanc (1,495,90) (1,365,380
Net deferred tax asse 4,267 3,30z
Deferred tax liabilitie—Expense item (2,512 (620)
Total net deferred tax ass $ 1,75¢ $ 2,68

At December 31, 2003, we had net operating logyftewards of approximately $2.9 billion relatedWocS. federal, state and foreign
jurisdictions. Utilization of net operating lossegjich begin to expire at various times startin@@10, may be subject to certain limitatic
under Sections 382 and 1502 of the Internal Rev@uagke of 1986, as amended, and other limitationeustate and foreign tax laws.
Additionally, approximately $230 million of capitliss carryforwards begin to expire in 2005. Appmeately $1.6 billion of our net operating
loss carryforwards relates to tax deductible stoaked compensation in excess of amounts recogftizédancial reporting purposes. To the
extent that net operating loss carryforwards, alieed, relate to stock-based compensation, thdtiag tax benefits will be recorded to
stockholders’ equity, rather than to results ofrafiens.

Note 14—EMPLOYEE BENEFIT PLAN

We have a 401(k) savings plan covering substaptillof our U.S. employees, and eligible employees contribute through payroll
deductions. Beginning in April 2003, we began miigta portion of employee contributions using ooimenon stock. During the year ended
December 31, 2003, we issued 34,000 shares ofomamon stock in connection with matching contribnsidor the 401(k) savings plan.

Note 15—SEGMENT INFORMATION

We present segment information along the same threour chief operating decision maker reviewsaperating results in assess
performance and allocating resources. During tis¢ duarter of 2003, our chief operating decisiaaker began reviewing operating results
along two lines: North America and InternationatisTchange was prompted by the increasing promaand overall importance of thiggharty
sellers on our websites, as well as how both dagitd human resources are allocated for technaoghfulfillment operations.

We measure operating results of our segments asirigternal performance measure of direct segmagrading expenses that exclude
stock-based compensation, amortization of othaniibles, and restructuring-related and other asgrgach of which is not allocated to
segment results. All other centrally-incurred ofietacosts are fully allocated to segment resiltgere are no internal revenue transactions
between our reporting segments.
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North America

The North America segment consists of amounts edroen retail sales of consumer products throwww.amazon.corand
www.amazon.céincluding from third-party sellers), from North Agrica focused Syndicated Stores and mail-ordetaggaand from non-
retail activities such as North America focused shant.com, marketing, and promotional agreements.

International

The International segment consists of amounts ddrmoen retail sales of consumer products througérivationally focused website
such asvww.amazon.co.uk, www.amazon.de, www.amazaanfiwww.amazon.co.jfincluding from third-party sellers), from interiatally
focused Syndicated Stores and from non-retail gigtsvsuch as internationally focused marketing prminotional agreements. This segment
includes export sales fromww.amazon.co.uk, www.amazon.de, www.amazamfiwww.amazon.co.jfincluding export sales from these
sites to customers in the U.S. and Canada), bltiéss export sales fromww.amazon.comndwww.amazon.ca

Information on reportable segments and reconailiatdo consolidated net income (loss) is as foll§wshousands):

Year Ended 2003:

North America

International Consolidated
Net sales $ 3,258,41 $2,005,28 $5,263,69!
Gross profil 866,66« 390,50« 1,257,16!
Segment operating incon 283,04! 78,19: 361,23t
Stoclk-based compensatic (87,75))
Amortization of other intangible (2,752
Restructurin-related and othe (140
Total nor-operating expenses, r (234,87)
Equity in losses of equi-method investees, n (43€)
Net income $ 35,28:

Year Ended 2002:
North America

International Consolidated
Net sales $2,761,45 $1,171,47 $3,932,93
Gross profil 740,98! 251,63: 992,61¢
Segment operating incon 179,66° 43t 180,10:
Stock-based compensati (68,929
Amortization of other intangible (5,47%)
Restructurin-related and othe (41,579
Total nor-operating expenses, r (209,88¢)
Equity in losses of equi-method investees, n (4,169
Cumulative effect of change in accounting princ 801
Net loss $ (149,13)
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Year Ended 2001:

North America International

Consolidated
Net sales $ 2,460,33! $ 662,09 $3,122,43:
Gross profil 657,22¢ 141,32¢ 798,55¢
Segment operating income (lo: 57,50: (102,50 (45,009
Stock-based compensatic (4,637
Amortization of goodwill and other intangibl (181,039
Restructurin-related and othe (181,58Y
Total nor-operating expenses, r (114,170
Equity in losses of equi-method investees, n (30,329
Cumulative effect of change in accounting princ (10,529
Net loss $ (567,27

Net sales shipped to customers outside of the ldfBesented approximately 43%, 35%, and 29% o$ales for 2003, 2002, and 2001.
Shipments into the United Kingdom represents agprately 13% and 11% of total net sales in 2003 200@P, and shipments into Germany
represents 11% of total net sales in 2003. Netfa®sets held in locations outside the U.S. webenditlion at December 31, 2003.

Depreciation expense, by segment, was as followth@usands):

North America International Consolidatec
2003 $ 59,565¢ $ 10,18¢ $ 69,74«
2002 67,03¢ 9,62¢ 76,66
2001 72,007 11,42¢ 83,43:

Note 16—FAIR VALUES OF FINANCIAL INSTRUMENTS
The carrying amount and estimated fair values offimancial instruments were as follows (in thoussn

December 31, 200: December 31, 200:

Carrying Carrying

Amount Fair Value Amount Fair Value
Cash and cash equivalel $1,099,14. $1,102,27 $ 732,90° $ 738,25:
Marketable securities (: 278,39( 292,55( 549,78: 562,71!
Other equity investments ( 14,83 86,51’ 15,44: 46,45«
Euro currency swap (¢ — — 12,15¢ 12,15¢
Long-term debt (4 1,919,47 1,924,99! 2,229,90 1,719,10!

(1) The fair value of marketable securities is dateed from publicly quoted prices. See “Note 2—GaSash Equivalents and Marketable
Securitie¢”

(2) The fair value of other equity investments ésedmined from publicly quoted prices, plus theyiag amount of privately-held
investments for which market values are not readiterminable. We evaluate “Other equity investrsiefar impairment in accordance
with our stated policy. Se“Note —Description of Business and Accounting Polic’ and“Note +—Other Equity Investmen”

(3) The fair value of the Euro currency swap was deireethbased on a thi-party valuation. Se“Note é—Long-Term Debt and Othe”.

(4) The fair value of our lor-term debt is determined based on quoted prices*Note ¢—Long-Term Debt and Othe”
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Note 17—SUBSEQUENT EVENTS

On January 27, 2004, we announced that we willeed$150 million in principal amount of our outstargl4.75% Convertibli
Subordinated Notes on February 26, 2004. The retlemprice is set at 102.375% of the principal antaat maturity, plus accrued and unpaid
interest from February 1 through February 25, 2@Gter completion of the redemption of $150 millionprincipal, there will be
approximately $900 million aggregate principal amioof 4.75% Convertible Subordinated Notes outstand

Additionally, on January 27, 2004, our Board ofdaitors authorized a debt repurchase program pursuarhich we may from time to
time repurchase (through open market repurchasgsvate transactions), redeem or otherwise refiréo an aggregate of $500 million of our
outstanding 4.75% Convertible Subordinated NotesG875% PEACS.
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Note 18—QUARTERLY RESULTS (UNAUDITED)

The following tables contain selected unauditetestent of operations information for each quarfe2ad3, 2002, and 2001. Tl
following information reflects all normal recurriragljustments necessary for a fair presentatiohefriformation for the periods presented.
operating results for any quarter are not necdgsadicative of results for any future period. Wrkted quarterly results were as follows (in
thousands, except per share data):

Year Ended December 31, 2003

Fourth Third Second First
Quarter Quarter Quarter Quarter
Net sales $1,945,77.  $1,134,45 $1,099,91 $1,083,55!
Gross profil 426,83 285,82: 273,92 270,58:
Net income (loss 73,15¢ 15,56: (43,319 (10,12)
Basic earnings (loss) per share $ 0.1¢ $ 0.04 $ 0.1y s (0.09)
Diluted earnings (loss) per share $ 017 $ 0.04 $ 0.1y s (0.09)
Shares used in computation of earnings (loss) tpemes
Basic 401,42. 397,91. 393,87t 388,54:
Diluted 425,21 422,80: 393,87t 388,54:
Year Ended December 31, 2002
Fourth Third Second First
Quarter Quarter Quarter Quarter
Net sales $1,428,611 $ 851,29¢ $ 805,60! $ 847,42
Gross profil 335,15¢ 216,16 218,16° 223,12!
Income (loss) before change in accounting princ 2,651 (35,080 (93,559 (23,95)
Cumulative effect of change in accounting princ — — — 801
Net income (loss 2,651 (35,080 (93,559 (23,150
Basic and diluted earnings (loss) per share
Prior to cumulative effect of change in accountmigciple $ 001 $ (0.099 % 0.2 % (0.0¢)

Cumulative effect of change in accounting princ — — — —

$ 0.01 $ (0.099 % 0.2 % (0.06)

Shares used in computation of earnings (loss) lemes
Basic 383,70: 379,65( 376,93 373,03:
Diluted 407,05t 379,65( 376,93 373,03:

Year Ended December 31, 2001

Fourth Third Second First
Quarter Quarter Quarter Quarter
Net sales $1,115,17. $ 639,28: $ 667,62! $ 700,35¢
Gross profil 274,04¢ 162,19: 179,72( 182,59
Income (loss) before change in accounting princ 5,08 (169,879 (168,359 (223,609
Cumulative effect of change in accounting princ — — — (10,529
Net income (loss 5,087 (169,879 (168,359 (234,13)
Basic and diluted earnings (loss) per share
Prior to cumulative effect of change in accountimigciple $ 0.01 $ (0.46p % 047 $ (0.69)
Cumulative effect of change in accounting princ — — — (0.09)

$ 0.01 $ (0.4ep ¢ 047 % (0.66)

Shares used in computation of earnings (loss) lenes
Basic 371,42( 368,05: 359,75: 357,42:
Diluted 384,04! 368,05: 359,75: 357,42:

(1) The sum of quarterly per share amounts may notlgmuahare amounts reported for \-to-date periods. This is due to changes in
number of weighte-average shares outstanding and the effects of nogifiok each perioc
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Iltem 9. Changes in and Disagreements with Accountants Orcégnting and Financial Disclosure
None.

Item 9A. Controls and Procedures

We carried out an evaluation required by the 1984 énder the supervision and with the participatid our principal executive office
and principal financial officer, of the effectivesseof the design and operation of our disclosurgrots and procedures as of the end of the
period covered by this report. Based on this etanaour principal executive officer and princigadancial officer concluded that our
disclosure controls and procedures are effectivarialy alerting them to material information rexpd to be included in our periodic SEC
reports. It should be noted that any system ofrotsits based in part upon certain assumptiongydedito obtain reasonable (and not absolute)
assurance as to its effectiveness, and there cao bssurance that any design will succeed in airigets stated goals.

During the most recent fiscal quarter, there hasonourred any change in our internal control direancial reporting that has materially
affected, or is reasonably likely to materiallyeaff, our internal control over financial reporting.

PART IlI

Item 10. Directors and Executive Officers of the Registrant

Information regarding our Executive Officers regadiby Item 10 of Part Ill is set forth in Item 1Rdurt | “Business—Executive Officers
and Directors.” Information required by Item 10RHrt Il regarding our Directors is included in dtnoxy Statement relating to our 2004
annual meeting of shareholders, and is incorpotta¢eelin by reference. Information relating to owd€ of Conduct and Ethics and to
compliance with Section 16(a) of the 1934 Act isfeeth in our Proxy Statement relating to our 2@0vhual meeting of shareholders and is
incorporated herein by reference.
ltem 11. Executive Compensation

Information required by Item 11 of Part Ill is inded in our Proxy Statement relating to our 200duahmeeting of shareholders and is
incorporated herein by reference.
ltem 12. Security Ownership of Certain Beneficial Owners aibBnagement and Related Stockholder Matters

Information required by Item 12 of Part Ill is inded in our Proxy Statement relating to our 200duahmeeting of shareholders and is
incorporated herein by reference.
Item 13. Certain Relationships and Related Transactions

Information required by Item 13 of Part lll is inded in our Proxy Statement relating to our 200duahmeeting of shareholders ant
incorporated herein by reference.
Iltem 14. Principal Accountant Fees and Services

Information required by Item 14 of Part Ill is inded in our Proxy Statement relating our 2004 ahmegting of shareholders anc
incorporated herein by reference.
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Item 15.

PART IV

Exhibits, Financial Statement Schedules and Repoots Form 8-K

(a) List of Documents Filed as a Part of This Report:

Exhibit
Number

3.1

3.2

4.1

4.2

4.3

4.4

4.5

4.6

10.1t

(1) Index to Consolidated Financial Statemel

Report of Ernst & Young LLP, Independent Audit

Consolidated Statements of Cash Flows for eacheottiree years ended December 31, 2003
Consolidated Statements of Operations for eacheoftiree years ended December 31, 2003
Consolidated Balance Sheets as of December 31, &@02002

Consolidated Statements of Stockhol’ Deficit for each of the three years ended Decer3iieP003
Notes to Consolidated Financial Stateme

(2) Index to Financial Statement Schedules:

Schedule ll—Valuation and Qualifying Accounts
All other schedules have been omitted becausestingred information is included in the consolidai@dncial statements «

the notes thereto, or is not applicable or required
(3) Index to Exhibits

Description

Restated Certificate of Incorporation of the Compéncorporated by reference to the Company’s GuigrReport on Form
1C-Q for the Quarter ended March 31, 20(

Restated Bylaws of the Company (incorporated bgregfce to the Company’s Quarterly Report on Form@X0r the Quarter
Ended March 31, 2002

Indenture, dated as of May 8, 1998, between Amapom, Inc. and the Bank of New York, as trusteediporated by
reference to the Compg’'s Quarterly Report on Form -Q for the Quarter Ended March 31, 19¢

Form of 10% Senior Discount Notes Due 2008 (incoafex by reference to the Comp’s Registration Statement on Forl-
4 (Registration No. 3:-56723) filed June 12, 199¢

Indenture, dated as of February 3, 1999, betweeazdmcom, Inc. and The Bank of New York, as trustesuding the forrr

of 4 3/ 4% Convertible Subordinated Notes Due 2009 attaelsexhibit A thereto (incorporated by referencéh
Compan’s Current Report on Forn-K dated February 3, 199¢

Registration Rights Agreement, dated February 991By and among Amazon.com, Inc. and the InitiatRaser:
(incorporated by reference to the Comg’s Current Report on Forn-K dated February 3, 199¢

Indenture, dated as of February 16, 2000, betwerazdn.com, Inc. and the Bank of New York, as teugitecorporated by
reference to the Compg’s Current Report on Forn-K dated February 16, 200(

Form of 67/ 8% Convertible Subordinated Notes due 2010 (incaigal by reference to the Company’s Current Report o
Form ¢-K dated February 28, 200(

Amended and Restated 1994 Stock Option Plan (wreesicof December 20, 1996 for Amended and Res@tadts anc
version as of December 20, 1996 for New Grantgpfiporated by reference to the Comparigegistration Statement on Fc
S-1 (Registration No. 3:-23795) filed March 24, 1997
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Exhibit
Number

10.2t

10.3t

10.4

10.5t

10.6t

10.7t

10.8t

10.9t

10.10%

10.11%

10.12%

12.1
18.1

211
23.1
311

31.2

32.1

32.2

Description

1997 Stock Incentive Plan (incorporated by refeeeiocAppendix B to the Company’s Proxy StatemenSohedule 14A, filed
with the Securities and Exchange Commission on Na#a; 2000)

1999 Non-Officer Employee Stock Option Plan (inawgied by reference to the Company’s Registratiateent on Form S-
8 (Registration No. 3:-74419) filed March 15, 1999

Common Stock Purchase Agreement, dated July 23,, 2@@ween Amazon.com, Inc. and America Online, (mcorporatec
by reference to the Compé’'s Quarterly Report on Form -Q for the Quarter Ended June 30, 20t

Form of Indemnification Agreement between the Conypand each of its Directors (incorporated by rfiee to the
Compan'’s Registration Statement on For-1 (Registration No. 3:-23795) filed March 24, 1997

Offer Letter of Employment to Rick Dalzell, datedigust 13, 1997 (incorporated by reference to the@@my's Annual Repot
on Form 1K for the Year Ended December 31, 19¢

Offer Letter of Employment to Diego Piacentini, @htlanuary 17, 2000 (incorporated by referenceg@Company’s Annual
Report on Form 1-K for the Year Ended December 31, 20(

Executive Compensation Letter to Diego Piacentiated May 16, 2000 (incorporated by reference écdbmpan’s Annual
Report on Form 1-K for the Year Ended December 31, 20(

Offer Letter of Employment to Thomas J. SzkutakedaAugust 26, 2002 (incorporated by referencéi¢oGompan’s Annual
Report on Form 1-K for the Year Ended December 31, 20(

Form of Restricted Stock Unit Agreement for Offie@nd Employees (incorporated by reference to tmaganys Annual
Report on Form 1-K for the Year Ended December 31, 20(

Form of Restricted Stock Unit Agreement for Direst@incorporated by reference to the Company’s AhiReport on Form
10-K for the Year Ended December 31, 20(

Form of Restricted Stock Agreement (incorporateddgrence to the Company’s Annual Report on FobaK Tor the Year
Ended December 31, 200.

Computation of Ratio of Earnings to Fixed Char

Preferability Letter of Ernst & Young LLP, Indepesrd Auditors, regarding change in accounting pglec{incorporated by
reference to the Compg’'s Quarterly Report on Form -Q for the Quarter Ended March 31, 20C

List of Significant Subsidiarie!
Consent of Ernst & Young LLP, Independent Audit

Certification of Jeffrey P. Bezos, Chairman andefkxecutive Officer of Amazon.com, Inc., pursuamRule 13a-14(a) under
the Securities Exchange Act of 19:

Certification of Thomas J. Szkutak, Senior Vicedttent and Chief Financial Officer of Amazon.comg.| pursuant to Rul
13e-14(a) under the Securities Exchange Act of 1!

Certification of Jeffrey P. Bezos, Chairman andetkixecutive Officer of Amazon.com, Inc., pursuani8 U.S.C. Sectio
1350.

Certification of Thomas J. Szkutak, Senior Viceditent and Chief Financial Officer of Amazon.comg.| pursuant to 18
U.S.C. Section 135(

1) Executive Compensation Plan or Agreerr

(b) Reports on Form-K:

On October 21, 2003, we filed a Form 8-K announaugthird quarter 2003 financial results.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the regigthas duly caused this Report tc
signed on its behalf by the undersigned, theredalp authorized, as of February 24, 2004.

AMAZON.COM, INC.

By: /sl JEFFREYP. BEZOS

Jeffrey P. Bezo
President, Chief Executive Offic
and Chairman of the Boa

Pursuant to the requirements of the Securities &xga Act of 1934, this Report has been signed bbiothe following persons on beh
of the registrant and in the capacities indicatedfad-ebruary 24, 2004.

Signature Title

Is/  JErFFrReYP. BEzos Chairman of the Board, President and Chief Exeeufifficer
(Principal Executive Officer)

Jeffrey P. Bezo

/s] THOMAS J. SZKUTAK Senior Vice President and Chief Financial Offiderificipal
Financial Officer)

Thomas J. Szkuts

/sl MARK S. PEEK Vice President and Chief Accounting Officer (Pripedi
Accounting Officer)

Mark S. Peel

/s TomA. A LBERG Director
Tom A. Alberg

/sl L. JoHND OERR Director
L. John Doeri

Is/ WiLLiaM G. G ORDON Director

William G. Gordon

/s/  THomAs O. RYDER Director

Thomas O. Ryde

/s|  PATRICIA Q. STONESIFER Director

Patricia Q. Stonesife
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AMAZON.COM, INC.
SCHEDULE Il —VALUATION AND QUALIFYING ACCOUNTS

Accounts receivable and other current assets —Res&s

Balance a
Charged

Beginning to Costs anc V\IAr:Ptgrl:rgsﬁ Balance
at End of

Year Ended of Period Expenses Period

(In thousands)

December 31, 200 $19,967 $ 17,78¢ $(20,167) $17,59¢
December 31, 200 13,23t 7,36¢ (63€) 19,967
December 31, 200 17,79( 8,30¢ (12,860 13,23¢
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Exhibit
Number

3.1

3.2

4.1

4.2

4.6

10.11

10.21

10.31

10.4

10.51

10.61

10.71

10.81

EXHIBIT INDEX
Description

Restated Certificate of Incorporation of the Compgncorporated by reference to the Comf’s Quarterly Report on For
1C-Q for the Quarter ended March 31, 20(

Restated Bylaws of the Company (incorporated bgresfce to the Compa’'s Quarterly Report on Form -Q for the Quarte
Ended March 31, 2002

Indenture, dated as of May 8, 1998, between Amapom,. Inc. and the Bank of New York, as trusteediporated by
reference to the Compa’'s Quarterly Report on Form -Q for the Quarter Ended March 31, 19¢

Form of 10% Senior Discount Notes Due 2008 (incoajex by reference to the Company’s RegistratiateBtent on Form S-
4 (Registration No. 3:-56723) filed June 12, 199¢

Indenture, dated as of February 3, 1999, betweeazdmcom, Inc. and The Bank of New York, as trustesuding the form

of 4 3/ 4% Convertible Subordinated Notes Due 2009 attaelsdfxhibit A thereto (incorporated by referencéh®
Compan’s Current Report on Forn-K dated February 3, 199¢

Registration Rights Agreement, dated February 991By and among Amazon.com, Inc. and the InitiacRasers
(incorporated by reference to the Comg’s Current Report on Forn-K dated February 3, 199¢

Indenture, dated as of February 16, 2000, betweevazdn.com, Inc. and the Bank of New York, as teugtecorporated b
reference to the Compg’'s Current Report on Forn-K dated February 16, 200(

Form of 67/ 8% Convertible Subordinated Notes due 2010 (incaigar by reference to the Company’s Current Report o
Form ¢-K dated February 28, 200(

Amended and Restated 1994 Stock Option Plan (weesicof December 20, 1996 for Amended and Res@taxts and
version as of December 20, 1996 for New Grantgpfiporated by reference to the Company’s Registrefitatement on
Form £-1 (Registration No. 3:-23795) filed March 24, 1997

1997 Stock Incentive Plan (incorporated by refeeeiocAppendix B to the Compa’s Proxy Statement on Schedule 14A, 1
with the Securities and Exchange Commission on Na#a; 2000)

1999 Non-Officer Employee Stock Option Plan (inargied by reference to the Company’s RegistratiateShent on Form
S-8 (Registration No. 3:-74419) filed March 15, 1999

Common Stock Purchase Agreement, dated July 23,, 2@@ween Amazon.com, Inc. and America Online, (imcorporated
by reference to the Compé’s Quarterly Report on Form -Q for the Quarter Ended June 30, 20t

Form of Indemnification Agreement between the Conypand each of its Directors (incorporated by refiee to the
Compan’s Registration Statement on For-1 (Registration No. 33-23795) filed March 24, 1997

Offer Letter of Employment to Rick Dalzell, datedigust 13, 1997 (incorporated by reference to thegmy s Annual
Report on Form 1-K for the Year Ended December 31, 19¢

Offer Letter of Employment to Diego Piacentini, @&tlanuary 17, 2000 (incorporated by referencead@obmpan’s Annual
Report on Form 1-K for the Year Ended December 31, 20(

Executive Compensation Letter to Diego Piacentiated May 16, 2000 (incorporated by reference ¢ocQbmpany’s Annual
Report on Form 1-K for the Year Ended December 31, 20(
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Exhibit
Number

10.91

10.10f

10.111

10.121

12.1
18.1

21.1
23.1
31.1

31.z

32.1

32.2

Description

Offer Letter of Employment to Thomas J. SzkutakedaAugust 26, 2002 (incorporated by referencéaéoGompany’s Annual
Report on Form 1-K for the Year Ended December 31, 20(

Form of Restricted Stock Unit Agreement for Offis@nd Employees (incorporated by reference to trepgany’s Annual
Report on Form 1-K for the Year Ended December 31, 20(

Form of Restricted Stock Unit Agreement for Direst@incorporated by reference to the Comy's Annual Report on Fori
10-K for the Year Ended December 31, 20(

Form of Restricted Stock Agreement (incorporateddigrence to the Compe’'s Annual Report on Form -K for the Year
Ended December 31, 200

Computation of Ratio of Earnings to Fixed Charg

Preferability Letter of Ernst & Young LLP, Indepesrd Auditors, regarding change in accounting pglec{incorporated b
reference to the Compa’s Quarterly Report on Form -Q for the Quarter Ended March 31, 20C

List of Significant Subsidiarie!
Consent of Ernst & Young LLP, Independent Auditt

Certification of Jeffrey P. Bezos, Chairman andefkixecutive Officer of Amazon.com, Inc., pursuamRule 13-14(a) unde
the Securities Exchange Act of 19.

Certification of Thomas J. Szkutak, Senior Vicedttent and Chief Financial Officer of Amazon.comg.| pursuant to Rule
13e14(a) under the Securities Exchange Act of 1!

Certification of Jeffrey P. Bezos, Chairman andetxecutive Officer of Amazon.com, Inc., pursuami8 U.S.C. Section
1350.

Certification of Thomas J. Szkutak, Senior Vicedttent and Chief Financial Officer of Amazon.comg.| pursuant to 18
U.S.C. Section 135(

T Executive Compensation Plan or Agreerr



Exhibit 12.1 Ratio of Earnings To Fixed Charge:

Year Ended December 31

2003 2002 2001 2000 1999
(amounts in thousands)
Net Income (loss $ 35,280 $(149,13)  $(567,27)  $(1,411,27)  $(719,96%
Equity in losses of equi-method investee 43€ 4,16¢ 30,32% 304,59¢ 76,76¢
Net Income (loss) before equity in losses of e-method
investees 35,71¢ (144,96)) (536,95() (1,106,67) (643,199
Plus fixed charges
Interest expense including amortization of debiasse
costs 129,97¢ 142,92} 139,23. 130,92: 84,56¢
Assumed interest element included in rent exp 5,71¢ 6,20t 8,88( 10,77: 4,732
135,69’ 149,13( 148,11. 141,69 89,29¢
Adjusted earnings (los: 171,41! 4,167 (388,839) (964,98) (553,90
Fixed charge (135,69 (149,13() (148,11 (141,699 (89,299
Excess (deficiency) of earnings to cover fixed gea $ 35,71¢ $(144,96)  $(536,95()  $(1,106,67)  $(643,199
Ratio of earnings to fixed charges 1.2¢ 0.0z (2.69) (6.8)) (6.20)

(1) The ratio of earnings to fixed charges is compiedividing (i) income (loss) before income taxesl osses from equity interests, p

fixed charges by (ii) fixed charge



AMAZON.COM, INC.
LIST OF SIGNIFICANT SUBSIDIARIES

Exhibit 21.1

Legal Name Jurisdiction Percent Owned
Alexa Internet California 100%
Amazon Fulfillment Services, In Delaware 100%
Amazon Global Resources, Ir Delaware 100%
Amazon Services, In Nevads 100%
Amazon.com TC 2, Inc Delaware 100%
Amazon.com.dedc, LL( Delaware 100%
Amazon.com.ksdc, In Delaware 100%
Amazon.com@Target.com, In Delaware 100%
Amazon.fr SARL France 100%
Amazon.co.uk, Ltd United Kingdom 100%
Borders Teamed with Amazon.com, |i Delaware 100%
CD Amazon Now, Inc Delaware 100%
Fulfillco.tnds, Inc. Delaware 100%
Amazon.com Holdings, In Delaware 100%
Internet Movie Database, In Nevada 100%
Amazon Japan K.K Japar 100%
Amazon.com.kydc, Inc Delaware 100%
Amazon.com.nddc, Int Delaware 100%
Amazon.com.nvdc, Inc Delaware 100%
NV Services, Inc Nevada 100%
Amazon.com LLC Delaware 100%
Amazon.com Ir'| Sales, Inc Delaware 100%
Amazon.com Ir'| Marketplace, Inc Delaware 100%
Amazon.com.ca, In¢ Delaware 100%



Exhibit 23.1
Consent of Ernst & Young LLP, Independent Auditors

We consent to the incorporation by reference i@ dRegistration Statement (Form S-4 No. 333-55%8amended, pertaining to the
acquisition shelf-registration of up to 30 millishares of common stock, (b) Registration Staterffern S-8 No. 3328763) pertaining to tf
1997 Stock Option Plan of Amazon.com, Inc. andAheended and Restated 1994 Stock Option Plan of Amaem, Inc., (¢c) Registration
Statement (Form S-8 No. 333-88825) pertaining éoGbnvergence Corporation Stock Option Plan, (djiftetion Statement (Form S-8 No.
333-80491) pertaining to the Alexa Internet Amendad Restated 1997 Stock Option Plan, (e) Registr&tatement (Form S-8 No. 333-
80495) pertaining to the Accept.com Financial SsrsiCorporation 1998 Stock Option Plan, (f) Regigin Statement (Form S-3 No. 333-
78797), as amended, pertaining to the shelf registr of up to $2,000,000,000 of certain securjitjg Registration Statement (Form S-8 No.
333-78651) pertaining to the LiveBid.com 1997 St@giion Plan and Innerlinx Technologies, Incorpedat 997 Stock Option Plan, (h)
Registration Statement (Form S-8 No. 333-78653gpeng to the eNiche Incorporated Amended and&edt1998 Stock Option and Grant
Plan, (i) Registration Statement (Form S-8 No. 383419) pertaining to the Amazon.com, Inc. 1999 Méficer Employee Stock Option Plan,
() Registration Statement (Form S-8 No. 333-633delJaining to the Junglee Corp. 1996 Stock Plam Jtinglee Corp. 1998 Equity Incentive
Plan, the Sage Enterprises, Inc. 1997 Amended $ption Plan, and the Sage Enterprises, Inc. M\@ISOption Plan, and (k) Registration
Statement (Form S-8 No. 333-59958) pertaining éo0Amazon.com Inc. 2001 Stakeholder Trust Planuofreport dated January 23, 2004,
except for the last two paragraphs of Note 6 anttN@, as to which the date is January 27, 200, nespect to the consolidated financial
statements and schedule of Amazon.com, Inc. indlirdéhis Annual Report (Form 10-K) of Amazon.cdms. for the year ended December
31, 2003.

/s/ ERNST& Y OUNGLLP

Seattle, Washington
February 24, 2004



Exhibit 31.1
CERTIFICATIONS

I, Jeffrey P. Bezos, certify that:
1. | have reviewed this Form -K of Amazon.com, Inc.

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or donditate a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtaisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememtg,other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amdth@ periods presented in this report;

4. The registrar' s other certifying officer(s) and | are responsiloleestablishing and maintaining disclosure cdstemd procedures (.
defined in Exchange Act Rules 13a-15(e) and 15&))5¢r the registrant and have:

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedortee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

(b) Evaluated the effectiveness of the registradisslosure controls and procedures and presenteisi report our conclusions
about the effectiveness of the disclosure conaints procedures, as of the end of the period cougyelis report based on such
evaluation; and

(c) Disclosed in this report any change in thestgnt's internal control over financial reportithgait occurred during the registrat’
most recent fiscal quarter (the registrant’s fodikbal quarter in the case of an annual repog) tlas materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

5. The registrant’s other certifying officer(s) anldave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqmbrt financial information; and

(b) Any fraud, whether or not material, that invedymanagement or other employees who have a sigmiifiole in the registre’s
internal control over financial reporting.

/s/  JEFFReYP. BEzos

Jeffrey P. Bezo
Chairman and Chief Executive Offic
(Principal Executive Officer

Date: February 24, 2004



Exhibit 31.2
CERTIFICATIONS

I, Thomas J. Szkutak, certify that:
1. | have reviewed this Form -K of Amazon.com, Inc.

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or donditate a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtaisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememtg,other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amdth@ periods presented in this report;

4. The registrar' s other certifying officer(s) and | are responsiloleestablishing and maintaining disclosure cdstemd procedures (.
defined in Exchange Act Rules 13a-15(e) and 15&))5¢r the registrant and have:

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedortee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

(b) Evaluated the effectiveness of the registradisslosure controls and procedures and presenteisi report our conclusions
about the effectiveness of the disclosure conaints procedures, as of the end of the period cougyelis report based on such
evaluation; and

(c) Disclosed in this report any change in thestgnt's internal control over financial reportithgait occurred during the registrat’
most recent fiscal quarter (the registrant’s fodikbal quarter in the case of an annual repog) tlas materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

5. The registrant’s other certifying officer(s) anldave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqmbrt financial information; and

(b) Any fraud, whether or not material, that invedymanagement or other employees who have a sigmiifiole in the registre’s
internal control over financial reporting.

/s/  THOMASJ. SZKUTAK

Thomas J. Szkuts
Senior Vice President ar
Chief Financial Officel
(Principal Financial Officer)

Date: February 24, 2004



Exhibit 32.1
Certification Pursuant to 18 U.S.C. Section 1350

In connection with the Annual Report of Amazon.cdnt, (the “Company”) on Form 1B-for the year ended December 31, 2003 as
with the SEC on or about the date hereof (the “Ré&pd, Jeffrey P. Bezos, Chairman and Chief Exe®iOfficer of the Company, certify,
pursuant to 18 U.S.C. Section 1350, as adoptedignt$o Section 906 of the Sarbanes-Oxley Act 622hat:

(1) The Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities Exg®Act of 1934; an
(2) The information contained in the Report faphesents, in all material respects, the finan@aldition and results of operatio
of the Company.

A signed original of this written statement hasrbpeovided to the Company and will be retainedi®y€ompany and furnished to the
SEC or its staff upon request.

/s/  JEFFReYP. BEzOs

Jeffrey P. Bezo
Chairman and Chief Executive Offic
(Principal Executive Officer

Date: February 24, 2004



Exhibit 32.2
Certification Pursuant to 18 U.S.C. Section 1350

In connection with the Annual Report of Amazon.cdnt, (the “Company”) on Form 1B-for the year ended December 31, 2003 as
with the Securities and Exchange Commission (tHeC'3 on or about the date hereof (the “Report”)flhpmas J. Szkutak, Senior Vice

President and Chief Financial Officer of the Comparertify, pursuant to 18 U.S.C. Section 1350adspted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities Exg®Act of 1934; and

(2) The information contained in the Report faphesents, in all material respects, the finanaaldition and results of operations
of the Company.

A signed original of this written statement hasrbpeovided to the Company and will be retainedi®y€ompany and furnished to the
SEC or its staff upon request.

/s  THOMASJ. SZKUTAK

Thomas J. Szkuts
Senior Vice President ar
Chief Financial Officel
(Principal Financial Officer)

Date: February 24, 20(



